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Condensed Statement of Condition, September 30, 1954 
ASSETS (Lire) 


LIABILITIES 








Cash, Balances with Banks & Capital . . . . « «© + « « — 1,150,000,000 
Money at call. . . ..- . 173,340,383,886 Ordinary Reserve Fund . . . 4,180,000,000 






( Govt. & semi-Govt. Se- 










| 
| 
sia ie , 
— curities & Treasury 32339000,000 
ments eee eee yy Deposits & Current Accounts 491,367,361,026 
| Other Securities . .  6,915,649,838 Cheques in Circulation (assegni 
. A , circolari) . . . «. « «6 « « 15;572;548,981 
Contango, Advances on Securi- / ) : 5957954 
ties & Loans 214,527,913,221 Bills for collection . . . . . 25,715,650,990 
| . . . . . . - , 79 -~— 
Bills receivable . . . . . . 136,678,814,662 Guarantees & Acceptances for 
A/C of Customers. . . . 54,337:735:38! 
Sundry Accounts ..... 3,243,802,689 : 
| . Recel . Sundry Accounts . . . . . 53,697,982,065 
remises, Furnitures & Fixtures I . a dere . 
, ears Staff individual Retirement Ac- 
Customers’ Liability for Gua- counts... . . . . « «  10,804,600,212 
rantees Acceptances. . . 53375735538 ‘ . 
aces & Saprancts 54337973539! Unearned Discount & _ other 






| 
unearned Income .. . .  2,513,446,900 
659,339, 326,455 






659,339, 326.455 






ao deposited by Third 191,84.405,847 Depositors of Securities . . . 191,884,405,847 
arties . oe 





Accounts guaranteeing special 









Special guaranteed Accounts . 11,652,562 Accounts. ....... 11,652,562 
Staff Assistance & Retirement Bank’s Securities guaranteeing 

Fund - Securities deposited Staff Assistance & Retirement 

by the Bank as Guarantee .  11,119,884,362 Pend . . + 2 soo « © 88,899,00e,30 








862, 355,269,226 862,355,269,226 









AUTONOMOUS SECTIONS FOR SPECIAL CREDITS 









SECTION FOR CREDIT TO MEDIUM AND MINOR INDUSTRIES 
Capital, Reserves and Government Guarantee Fund L. 2,588,427,950 


SECTION FOR HOTEL AND TOURIST CREDIT 
Aggregate Capital and Reserves L. 681,266,682 











SECTION FOR CO-OPERATIVE CREDIT 


Capital and Reserves L. 2,593,357,844 - Governement Guarantee L. 2,000,000,000 







SECTION FOR MORTGAGE CREDIT 
Aggregate Capital and Reserves L. 1,230,395,610 











SECTION FOR CINEMA CREDIT 
Aggregate Capital and Reserves L. 722,222,754 
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SUMMARY 


The article by Prof. Amedeo Gambino, entitled « Money Supply and Interest 
Rate in Recent Macro-Economic Conceptions » falls into two parts. The first takes 
issue, within the framework of the Keynesian system, with the point made in much 
of the literature on monetary theory that the total volume of money is determined 
almost exclusively by the monetary authorities. The A. refers to his recent controve rsy 
with Professor Schneider as well as to the earlier treatments by Robertson and Keynes, 
and reasserts his own view, already expressed on a number of other occasions, that an 
important influence is exerted by the behaviour of the public. 

In the second part Prof. Gambino describes the methodology, and the results of the 
statistical studies which he made for Italy establishing the weight in the determination 
of the volume of deposits of the three elements: « the behaviour of the public as 
regards the credit it extends to the banking system; the conduct of the banks as regards 
the credit they extend to the public »; and the policy of the monetary authorities regar 
ding the creation of « claims on the Ceanal Bank ». His investigation for Italy covers 
the period 1947-1952, and he concludes that the results obtained confirm the view that 
the amount of money is highly sensitive to changes in the proportion of their money 
which the public holds in the form of notes. Certain comparisons are drawn, also, 
between the Italian situation and that of the United States. Finally, referring to the 
earlier study made for the United Kingdom by Professor Meade, the A. hopes chat 


someone will follow the former’s suggestion for making further investigations along 
the same lines. 


The Central Institute of Statistics has recently calculated figures for the Italian 
national income at factor cost and at market prices — going back as far as. 1901 
(see this Review, 1953, no. 24, Statistical Appendix, Table S). These data have provided 
the basis for Prof. Colin Clark to estimate productivity (in the sense of net product per 
man-hour worked) for Italy from 1go1 to 1953. The results of this investigation are 
summarized by him here in a brief article on « The Development of the Italian Eco 
nomy». According to Colin Clark’s results, it appears that since the Second World 
War the rate of growth of productivity in Italy has once more reached the figure of 
about 3.5 per cent per year. This is the level which characterised the period 1go1 to 1925, 


and must be classed amongst the highest rates of growth to be encountered anywhere 
in the world. 





description of the historical development and the present position of medium 
term credit in France is given by Prof. Pierre Cauboue in his article on « Medium 
term Lending by the French Deposit Banks and Banques d’Affaires », which brings 
out the dominant réle of the commercial banks in this field. The article describes certain 
technical aspects of the manner in which medium-term credit business is conducted 
and, in a section devoted to rates of interest, evaluates the profitability of the operations 
for the lending banks. 

The author emphasizes that the organisation of medium-term credit business in 
France is « unorthodox »: it is based on a complex system of bill discounts which, with 
the backing of public and semi-public institutions (Caisse des Marchés, Crédit National, 




























































































































































































Caisse des Dépéts et Consignations), in effect makes the loans of the commercial banks 
« rediscountable » at the Bank of France. It is essentially the money market which 
has carried, and still carries the main part of the burden of medium-term credit. The 
activities of the special institutions created in the period 1925-1930 have always been 
very limited in scale. 

The French experience of medium-term credit is judged to have been on the whole 
a satisfactory one. The new réle played in this field by the deposit banks has shown 
itself to be an essential instrument of post-war economic recovery in France without con- 
stituing, as many feared it would, a decisive factor leading to inflation. Nonetheless 
the author recognizes and shares the cautious attitude of the monetary authorities, and 
expresses the hope that in the future the problem of providing medium-term credit may 
be met by the revival of a strong capital market rather than by the continuation of the 
present tendency towards the increasing use of bank funds for this purpose. 


The article on « The Money Supply and the Balance of Payments in Ceylon », by 
Prof. H. A. de S. Gunasekera, develops further some of the topics which he treated 
earlier in his study of « Banking Arrangements in Ceylon » (published in the volume 
« Banking in the British Commonwealth », Oxford, 1952). He examines them in the 
light of the concrete experience of the years 1950-1953. Regarding trends in commercial 
banking, we may recall his view (op. cit., p. 419) that the development of banks of 
the « mixed » type is desirable. In the present article, he devotes particular attention to 
the problems connected with the functions of the Central Bank and the criteria according 
to which it should conduct its operations. It is his opinion that these functions and 
criteria would need to be remodelled, as compared with the norms of traditional 
orthodoxy, in order for them to be made adequate to development requirements of 
dependent and backward economies. 

In his view, indeed, the dilemma which, in an underdeveloped economy based on 
exports, faces those who are responsible for credit policy (i.e. the two-sided problem 
of promoting economic development while at the same time keeping inflationary forces 
in check) seems to be impossible of solution along traditional lines. In any case, he 
observes, « a mechanical anti-inflationary policy during a boom is definitely ill-advised, 
for it is only during a boom that the internal sector of the economy experiences even a 
slight increase in employment and activity ». 


Dr. Alfredo Vernucci, in an article, which is of a technical and descriptive nature, 
surveys « The Organisation of Exchange Control in Italy ». He gives an account both 
of the bodies that are responsible for exchange control, and of the manner in which 


that control is carried out. 
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Money Supply and Interest Rate 


in Recer 


| - Introduction. 


1. — A tendency still persists, in certain 
macro-economic conceptions, to hold as a 
generally valid principle one of the character- 
istic assumptions of the Keynesian system, 
which does not, in fact, possess general vali- 
dity. This can be clearly seen in a recent 
article in which Prof. Erich Schneider (1) 
dissents from the opinions I outlined in this 
« Quarterly Review » (No. 18, July-September 
1951) in an article on Liguidity in the Eco- 
nomy and in the Banking System, and in a 
paper L’offerta di moneta tallone di Achille 
det modelli keynesiani, published by the 
«Giornale degli Economisti » (July-August 
1952). 

This article by Prof. Schneider, by virtue 
of its extreme clarity and concision, makes it 
possible to focus the point of disagreement 
and to highlight what, in my opinion, should 
be removed from these macro-economic con- 
ceptions. And we might go further and say 
that it sheds light on the « error » which lies 
in them; i.e. clarifies its nature, origin and 
consequences. This is of no mean importance, 
since attempts are sometimes made to use 
models based on those conceptions to frame 
new rules of « programming » for a more 
elective conduct of economic policy. 


- The Point of Disagreement. 


— I have already stated what, in my 
nn is the point to be revised: I feel that 
it is entirely unwarranted to present uncon- 
ditionally and in general terms, as certain 


(1) E. Scuwemer, Interesse e Quantita di Moneta nella 
Teoria Economica della Formazione del Reddito (Interest an | 
Money Supply in the Economic Theory of Income Formation), 
0 « L’industria », 1954, No, 1. 


t Macro-Economic Conceptions 


under any circumstance, something that can 
apply only in particular cases, subject to the 
occurrence of many different conditions. 

This can be seen from the manner in 
which Schneider, after having recalled the 
«fundamental theorem of the income 
theory » according to which « with a given 
propensity to save and invest, the level of 
the interest rate is the factor which deter- 
mines the national income » (loc cit., p. 2), 
goes on to consider how income is affected by 
the changes in those propensities. Using a set 
of diagrams, Schneider shows us graphically 
that: 


(a) A greater propensity to invest in- 
volves an expansion in income — in fact, an 
expansion large enough to form the savings 
needed to support increased investment 


(Schneider’s, Fig. 1), and: 


(b) A greater propensity.to save involves 
a reduction in income — in fact, a reduction 
which is in direct proportion not only to the 
« level » but also to the « gradient » of the 
propensity to save (Schneider’s, Fig. 3a). 


This brings out clearly the most charac- 
teristic aspect of the Keynesian system: in- 
vestment and saving must balance each other 
at all times, but eile the tendency to ex- 
pand investment leads to a balance through 
an expansion in income, the tendency to ex- 
pand saving leads to a balance through a 
contraction in income. And all this is not 
presented as something which may occur only 
under certain circumstances, but as an axiom- 
atic and unconditional necessity in either 
direction. A greater propensity to invest can- 
not, by itself, result in anything but an ex- 
pansion in income, and conversely a greater 
propensity to save must necessarily, by itself, 
result in a reduction in income. 
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2. — This theoretical system — as stressed 
by Schneider himself in another paper (2) — 
« has been shown to be extremely fruitful 
and applicable to the most differing actual 
conditions », so that «if we today have a 
better understanding of the market economy 
than 20 years ago, and are better equipped 
against the ups and downs of the trade cycle, 
we owe this to the theoretical achievements 
of Keynes ». 

But in effect the theoretical apparatus con- 
structed by Keynes has become fruitful only 
as, and to the extent that, in the labour of 
« digesting » the Keynesian models, we have 
learned the real scope of each of these models 
and hence of the whole system — in other 
words, as we determined with what qualifi- 
cations and under what conditions the Keyne- 
sian-type models can be applied to widely 
differing concrete conditions (3). Ultimately, 
we have come to appreciate that the asserted 
general validity of those models, seen in their 
formal aspect as pure analytical tools, does 
not mean that we should consider valid under 
all and every circumstance the « theorems » 
and «corollaries » which are deduced from 
them and constitute « the flesh and the spirit » 
of the Keynesian conceptions. 


3. — Thus, starting from the « funda- 
mental theorem » in the precise terms for- 
mulated by Schneider, it is obvious that it 
contains an assumption of principle; in that 
from the relationship 


S(Y)=1@ @) 


(2) Fundamental Errors in recent Anti-Keynesian Literature, 
published in this « Quarterly Review » (No. 24, January-March 
1953)- 

(3) The results of the research done in this field in Italy 
are set forth in the volume « Studi Keynesiani » (Keynesian 
Studies), published in 1953 by the Economics and Finance Insti- 
tute of the Rome Law School, directed by G. Uco Part. 

(4) This relationship, obviously, is obtained from the well- 
known equation: 

Y=C (¥)+1 (i) 
taking: 
S$=Y-—C 


The equation, however, only says that: 
f (Y, i)=O 


from which we can arrive at either of the expressions that 
follow in the text. 
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it is inferred that the level of the interest 
rate is the factor which determines income; 
i.e. that we must univocally take 


Y = Y (i) 


By strict logic, we might on the same 
basis take te eer? 
i = i (¥): 


i.e. we might infer from the same relation. 
ship that the amount of income is the factor 
which determines the interest rate. 

It would be meaningless to try and deter- 
mine which expression is more « correct » or 
more « true ». But we are justified in saying 
that when we want to show the effects on 
income of the variations of the interest rate, 
we should use the expression: 


Y = Y (i) 


shaped in appropriate form, while if we want 
to show the effects of income variations on 
the interest rate, we should use the expres 


sion : ii (Y) 


also shaped in appropriate form. 

Ultimately, it remains to be seen what can 
be the real scope of both «effects »: whether 
in actual fact — e.g. with reference to actual 
conditions in Italy or Germany in a given 
period, for instance the years following the 
Second World War — the movements of the 
interest rate determined the movements of 
income, or whether this relationship operated 
in the reverse direction. In this connection, 
we must also consider the actual degree of 
elasticity of the investment curve as a func 
tion of the interest rate — in other words, 
consider the elasticity of the curve of « mar 
ginal efficiency » of investments. I discussed 
this point thoroughly in the aforementioned 
paper on « The Money Supply », concluding 
that we should now consider as no _ longer 
valid «that essential part of the Genera 
Theory, in which so much importance } 
attributed to interest rate variations as to coh 
sider them the basic element for the variation 
in the aggregates of investments, employmet! 
and income ». 


4. — It is obvious that we must likewis 
qualify our statements with regard to the 
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multiplying effects which expenditure may 
cause on income (See above, para. II, 1a). In 
this direction, considerable progress has been 
made through the plentiful literature on the 
« multiplier », which in substance has thrown 
more and more light on the limitations of 
validity of the original Keynesian formula- 
tion, particularly in respect to the formation 
of real income. 

A similar need, arises with respect to the 
opposite depressive effects which may be caus- 
ed by saving (See above, para. II, rb). This is 
the point of my disagreement with Prof. 
Schneider, who, in effect, refuses to acknow- 
ledge the existence of the limitations of va- 
lidity which I believe to be inherent in the 
Keynesian conception, with respect precisely 
to the depressive effects of saving and of 
liquidity preference. 

In this sense I explained (particularly in 
the paper on « Liquidity», I, 6) how the 
savings of a single individual, insofar as they 
are hoarded, may cause regressive involutions 
in income, to such an extent that hoarded 
savings may be considered as a loss of income 
for the community. In fact I stressed that 
this can occur by ways other than those in- 
dicated by Keynes: even apart from the 
asserted impossibility of a lowering of the 
level of the interest rate. At the same time, 
however, I indicated (same paper, I, 7-14) 
how effects of this kind may actually occur 
in periods of recession or stagnation, rather 
than in periods of normal development or 
uninterrupted expansion of the general eco- 
nomic activity. And I drew the conclusion 
(in the paper on L’offerta di moneta etc., 
IV, 1) that the Keynesian schemes, particu- 
larly as regards the effects of saving on in- 
come, « while they provide us with much 
more effective tools to be used in appreciating 
the problems of depressions and, in general, 
of business fluctuations, connected with the 
Variations in income derived from existing 
resources, they certainly do not provide suit- 
able tools for an understanding of the develop- 
ment problems connected with the progressive 
‘xpansion in potential resources ». Schneider 
takes issue with this conclusion: he believes 
that « the Keynes model cannot be said to 
apply only in conditions of recession » (p. 12). 
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5. — Schneider maintains, therefore, that 
those parts of the Keynesian system which 
lead to denying the existence of a continuing 
connection between individual acts of saving 
and investments as a whole, are valid under 
all circumstances, and not only in conditions 
of recession. More precisely, Schneider also 
claims that such a connection would fail, 
without a deliberate action on the part of the 
monetary authorities, at any stage of develop- 
ment and of the business cycle: it would fail, 
in the absence of that deliberate action, when- 
ever savings, not directly invested by the saver, 
take place in monetary form through the 
banking system. 

According to Schneider, « increased sav- 
ings in the form of hoarding of cash or de- 
posits act rather as a check on the Banks’ 
lending ability » (p. 11). And for this very 
reason, Schneider further asserts that saving 
by itself involves, under any circumstance, 
that income-depressing effect which is so much 
emphasized in the Keynesian doctrine. This 
depressing effect could « be counterbalanced 
only by a corresponding increase in invest- 
ments » (p. 12), which in its turn could be 
brought about « only by deliberate action on 
the part of the monetary authorities » (p. 10). 
According to Schneider, « only the Central 
Bank determines the extent to which credits 
can be granted» (ibidem) by the banking 
system as a whole. 

Schneider infers from this that « there is 
no doubt of the truth of Keynes’ argument » 
that money (including bank deposits) « has a 
zero or at any rate very small elasticity of 
production, so far as the power of private 
enterprise is concerned, as distinct from the 
monetary authority» (p, 11). Schneider. 
therefore, refuses to admit that the amount 
of money lent by the banking system as a 
whole can depend upon « private enterprise » 
— that it can depend also upon the behaviour 
of the public as creditor of the banking sys- 
tem. And here, in the last analysis, lies the 
point of disagreement, or, more precisely, its 
basic raison d’étre. 


6. — In my view, as quoted by Schneider 
himself, «if the creation of credit money 
requires an increase in the total amount lent 
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by the banking system, it likewise requires 
that the public as a whole be willing to in- 
crease its assets kept in monetary form » 
(p. 11); in other words, that the public be will- 
ing to extend credit to the banks against the 
credit extended to it by the banks. 

As I see it, therefore, increased saving in 
the form of hoarding of deposits should not 
be likened to the hoarding of cash: increased 
deposits or, to put it more exactly, the ten- 
dency of the public to extend more credit to 
the banks, do not act as a check, but rather 
as a stimulus to the Banks’ lending potential. 
This means that saving, even if in the form 
of bank deposits, does not automatically exert 
an income-depressing influence, because the 
greater demand for bank deposits, acting as 
a stimulus towards additional bank lending, 
induces by itself a greater supply of money 
in the form of deposits. More precisely, while 
in periods of normal development or un- 
interrupted economic expansion the impetus 
given by the public to the creation of deposits 
actually translates itself into a greater supply 
of money in the form of deposits, because 
under those circumstances the other elements 
concurring in their creation act in the same 
direction (or are « neutral »), in periods of 
recession or stagnation that impetus becomes 
ineffective, lacking the concurrence of the 
other factors (as explained in detail in the 
paper on « Liquidity », I, 13-14). And this 
is why we can indeed have downward move- 
ments of income as an effect of hoarding in 
the form of bank deposits, but these depres- 
sive effects are not so automatic or so certain 
as is alleged in certain macro-economic con- 
ceptions, such as those advocated by Prof. 
Schneider. 


Ill - The Point of Error. 


1. — To appreciate this, it appears neces- 
sary to go back to the root of the disagree- 
ment, where, in my opinion, lies an actual 
«error ». In other words, we must determine 
whether indeed there is no flaw in « Keynes’ 
argument » that, in effect, the money supply 
(including bank deposits of all kinds) is deter- 
mined exclusively by the monetary authorities, 
or whether instead that principle constitutes 











Banca Nazionale del Lavoro 





the « Achilles’ heel » of Keynesian doctrines, 
in that the supply of deposits, as I maintain, 
is determined also by the public as a whole 
acting as creditor of the banking system, as 
«lender » to the banks, and not only as 
« borrower » from the banks. 

This involves reviewing some points of the 
discussion which went on for so many years 
on the question of the « creation » of bank 
deposits, and bringing it up to date. In this 
connection, it seems rather strange that, in 
the recent development of macro-economics, 
new models keep being devised on the basis 
of « Keynes’ argument », without their auth- 
ors’ stopping to consider whether it is, in 
fact, unassailable. 


2. — It should be recognized that, in 
defending this argument, Schneider is in ex- 
cellent company: he is not the only one to 
feel that the argument constitutes the quin- 
tessence of the recent « theory of credit». 
We are dealing with an « assumption » which, 
by dint of having been repeated over more 
than thirty years by eminent economists, is 
generally considered to be beyond dispute. 
To appreciate this, it will suffice to refer to 
Robertson who, as Stamp put it, unobtrusively 
laid the egg, which was then hatched by 
Keynes. 

In « Banking Policy and the Price Level » 
of 1926 (and the later edition of 1932), Robert 
son set out to demonstrate that: 


« the public as a whole cannot directly determine 
the size of the aggregate of bank-deposits, which 


lies mainly at all events within the discretion of the 
banks » (p. 52-53). 


Upon this thesis he then based the « third 
proposition » of his « Theories on Banking 
Policy » of 1928 (reproduced in the « Essays» 
of 1940), to the effect that: 


« the banks determine how much money shall be 
outstanding, but it is the public which determines, 
through the habits which it adopts as regarding the 
hoarding and spending of money, what the amount 
of money shall be worth ». 


And upon this very proposition rests the 
Keynesian system as regards the determine 
tion of the money supply, and the cons 
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quences inferred as to liquidity preference. 
This can be seen from the emphasis laid by 
Keynes on that proposition, which he trans- 
lated into the following terms (Chap. 14 of 
the « Treatise »): 


«the volume of cash-balances depends on the 
decisions of the bankers and is created by them: the 
volume of real balances depends on the decisions of 
depositors and is created by them ». 


This has opened the way for the idea that 
the public can influence the « value » of the 
deposits by varying their velocity of circula- 
tion, but cannot influence their « volume », 
which is claimed to depend mainly and in 
all circumstances upon the discretion of the 
banks and especially on the policy of the Cen- 
tral Bank. 


3. — This whole structure, however, was 
built upon a groundless premise: the premise, 
as laid down by Robertson in his « Theories »: 


« that for the most fundamental purposes of mo- 
netary theory, we can without serious risk of error, 
speak as though the bank deposits subject to cheque 
were the only form of money, ignoring the existence 
of paper notes and metal coins» (pp. 40-41 of the 


« Essays »). 






The «risk of error » inherent in such a 
scheme is instead quite serious. This scheme, 
instead of highlighting the basic lines of the 
operation of the banking system, altogether 
suppresses one of the essential features of any 
system of deposit banks: it leads to denying 
any possibility of converting deposits into 
paper notes, and paper notes into deposits, 
while it is through this channel that the 
public can make its influence felt, as creditor 
to the banking system, on the volume of 
deposits (5). Under this scheme, that in- 
fluence of the public is excluded not because 
it does not exist in reality, but because the 
scheme is so designed as to prevent any pos- 
sibility of showing that influence: the con- 
jurer’s hat is seen to be empty because the 
rabbits were left out before the trick was 


(5) 1 have fully discussed this particular point in a paper 
on Risparmio abortivo (Abortive Saving), in « Giornale degli 
" isti », August 1936, reproduced in Problemi della politica 
editizia (Credit Policy Problems), Milano, 1948. 
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performed. In other words, the structure of 
this scheme is not « wrong » — in fact, we 
must recognize that it is quite adequate to 
show the influence of the banks on the aggre- 
gate volume of deposits, to the same extent 
that the experiment of dropping objects in a 
vacuum bell shows the influence of gravity. 
But just as it would be erroneous to infer 
from the experiments conducted in such a 
medium that atmosphere has no influence at 
all (even if a negative one), it would likewise 
be erroneous to infer from that scheme that 
in practice the public does not also exert an 
influence on the aggregate volume of deposits. 


4. — Robertson himself, in setting forth 
his conceptions on a more realistic basis, con- 
siders that in a normal banking system it is 
always possible to convert deposits into bank- 
notes and vice-versa. And then he recognizes 
that the public can indeed influence the vo- 
lume of deposits, by distributing its cash 
balances as between the two components there- 
of: deposits and banknotes. He does expli- 
citly admit this in a paragraph of « Money » 
(1922 and later editions), concerning the « re- 
lation of deposits to common money outside 
bank reserves » which reads: 


« the relation between bank money and common 
money depends only in part on the more or less 
arbitrary and conventional decisiéns of bankers re- 
garding their reserves: it depends also partly on 
something more fundamental, though not unalter- 
able — the business habits and preferences of the 
community » (p. 59 of the 1948 edition). 


However, this acknowledgment, which is 
frequently made by advocates of « Keynes’ 
argument », does not induce them to reject 
the argument or even to qualify its vali- 


dity (6). 


(6) A typical case is that of Savers who, in Modern Bank- 
ing, 1937 (3rd. edition, 1951), after having stressed the influence 
exerted by the preferences of the public on the reserves covering 
deposits, then turns round and positively denies that the public 
can influence the aggregate volume of deposits. In his opinion, 
the influence of the public is most felt in the distribution be- 
tween cash deposits and saving deposits: « the banks decide 
the volume of deposits, but the public, directly at least, decides 
the distribution between the Cash Deposits and Saving Deposits 
categories » (p. 254). 

In fact, he infers from this that, as the amount of Cash 
Deposits is determined by the state of trade and habits of the 
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What these authors do is to limit sharply 
the scope of that acknowledgment, as though 
the public’s choice between deposits and bank- 
notes were determined only by the need for 
common money: as though it were a matter 
of deducting (by « leakage ») from the amount 
of deposits created by the Banks at their dis- 
cretion so much as the public may need for 
its payments depending on the state of the 
trade and on habits and customs relating to 
such payments. And by adopting this limita- 
tion, it is assumed that the choice between 
deposits and common money is practically 
irrelevant. 

Robertson assumes this explicitly: for him, 
even though (as we have seen) the behaviour 
of the public is « not unalterable » : 


« there exists at any time a certain proportion, 
depending on the habits and customs of the people, 
between the volume of payments ordinarily made in 
common money... So long as these habits remain 
the same... the proportion between the volume of 
common money put into circulation and the volume 
of bank deposits will tend to remain unchanged ». 
(loc. cit., p. 58). 


The inference is drawn from this that 
while the ordinary banks as a whole, in the 
case of a substantial increase in their lending, 
would see their reserves just as substantially 
curtailed, on the other hand the central bank, 
through the increase in circulation, could in- 
crease deposits indefinitely, so that the beha- 
viour of the public in its choice between de- 
posits and common money would be irrele- 
vant. And this is what Schneider explicitly 
maintains, in stating that: 


« the public can influence only a change in pay- 
ment customs and habits. If the public decides to 
make more payments other than in cash, greater 
quantities of cash remain in the credit system and 


public as regards payments (as indicated in the text), even the 
aggregate amount of saving deposits is controlled not by the 
depositors, but by the Banks; « If the Banks have determined 
the total of all deposits and the total of cash deposits is deter- 
mined by the state of trade..., then the total of saving deposits 
is automatically determined — for saving deposits are by defi- 
nition all deposits minus cash deposits. The total of saving 
deposits is not directly controlled by the bank’s customers at 
all. In fact, given the state of trade, etc., in which the volume 
of cash deposits is implicit, the banks themselves determine the 
volume of saving deposits when by their operations in acquir- 
ing assets they determine the volume of all deposits » (pp. 255- 
256). 


the credit potential increases, if the behaviour of the 
central bank remains unchanged. Such changes in 
payment customs, however, take place very slowly: 
therefore, in the framework of a theory relating to 
short periods only, we can disregard the expansion 
of the credit potential by this way. In countries 
where payments other than in cash are already widely 
used, this phenomenon has practically no impor. 


tance » (p. 11). 


5- — This argument, however, takes into 
consideration only one of the many « mo 
tives » for demanding money in general, and 
at the same time for making a choice amo 
the various types of money to be demanded; 
it considers, in Keynesian terminology, the 
« transactions-motive » only. Furthermore, 
with regard to the elementary money demand 
formulas given by Keynes (Chapter 14, 11, of 
the « General Theory »), it considers only the 
function connecting money demand to in- 
come [Mi=Li (Y)], disregarding the rela 
tionship between money demand and the in- 
terest rate [Mz=Lz (r)]. This is unwarrant- 
ed, for those motives and functions relate 
both to money in general and to each type 
of money. All the motives must be taken 
into account, both when considering the pub- 
lic’s propensity to hold money in general, 
and when considering the public’s propensity 
to hold deposits or banknotes, and hence the 
relation between these two propensities i. 
when considering the public’s preference in 
the choice that it makes unceasingly between 
deposits and banknotes. In its practical de- 
velopments, this choice is determined also by 
the action of the interest rate, which is dis 
regarded if we consider only the « transa- 
tions-motive », and which instead must be 
kept clearly in mind when dealing with de- 
posits especially since « time deposits » and 
« saving deposits » are included among the 
latter as a whole. 


6. — All this, we repeat, is inferred from 
Keynes’ own theoretical system. But the same 
inference can be drawn also from the « Cam 
bridge Quantitative Equation » in the integra 
formulation given by Pigou in « The Value 
of Money » of 1917 (7), and simplified by 


(7) Originally published in « The Quarterly Journal 4 
Economics », No. 32, and reproduced in « Readings i Mo- 
netary Theory », London, 1952. 
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Keynes in « A Tract on Monetary Reform » 
of 1923 (Chapter III, 1). 

This version by Keynes brings out the 
fact that the money demand shows itself both 
in the propensity to hold banknotes (k) and 
in the propensity to hold deposits (k’). And 
the choice between deposits and banknotes 
thus depends upon the relation between the 


two propensities (*), the determination of 
which is therefore quite involved and cannot 
be achieved by considering only the « leak- 
ages » related to the need for cash payments. 


7. — Because of the complex nature of the 
factors involved, the question of whether or 
not the public’s behaviour in regard to the 
credit it intends to extend to the banking 
system (through the choice between deposits 
and banknotes) is in practice irrelevant, cannot 
be solved on an axiomatic basis. There is no 
warrant for considering as unassailable 
« Keynes’ argument » stating that money (in- 
cluding deposits) has a zero elasticity of pro- 
duction in respect to the public’s liquidity 
preference. And we are not warranted in 
asserting on the basis of that argument that 
the saving channelled into bank deposits auto- 
matically acts, under any circumstance, as an 
income-depressing factor. 

Nor can the presupposition of the « prac- 
tical» irrelevance of the public’s behaviour 
in the choice between deposits and banknotes 
be held valid on the basis of a general refer- 
ence to the expanded use of deposits in the 
most advanced countries. As for any other 
«practical » observation, we must produce 
positive proof on the basis of ascertainable 
facts. 

Only the test of facts can tell us whether 
the substantial differences that unquestion- 
ably exist between banking and monetary 
customs in the various countries are such as 
to warrant a different view of the factors 
which determine the volume of deposits, or 
whether instead, as I maintain, these substan- 
tial differences are reflected only in the dif- 
ferent « weight » to be attributed to the in- 
fluence of the individual factors involved. 

is means giving up the «confused and 
confusing » battle of words on the creation 
of deposits and resorting instead to concrete 
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statistical measurements designed to yield, in 
quantitative terms, a more precise idea of the 
influence of the different « levers » of mone- 
tary and credit policy. 


IV - Statistical Assessments. 


1. — For England, a study of this kind 
was conducted in 1934 by Meade in The 
Amount of Money and the Banking Svs- 
tem (8), using the statistical material published 
in the Macmillan Report for the years 
1925-1930. 

Among other things, Meade studied the 
variations during that period of the ratio (q) 
which expresses the proportion of money held 
by the public in the form of banknotes, and 
noted that this ratio changed from 14.8°/, in 
1925 to 12.7°/ in 1930, averaging 13.7°/, over 
the six years. He then calculated what varia- 
tion would have occurred in the aggregate 
volume of money in existence (banknotes plus 
deposits of all kinds) as a result of a variation 
in the said ratio, the other factors involved 
remaining unchanged. He pointed out: 


« how sensitive the amount of money is to chan- 
ges in q, the proportion of their money, which the 
public hold in the form of notes... if g had increased 
from 13.7 per cent to 14.7 per cent, the total amount 
of money would have decreased by about 4 per 
cent ». (« Readings », loc. cit., p. 61). 


Meade expressed the hope that similar 
studies could be made for other countries and 
other periods of time, but as far as we are 
aware this was not done. Furthermore, to 
our knowledge, attention has not been drawn 
to the results of that study which did not at 
all confirm the then very common assumption 
that the public’s behaviour has very little 
effect on the volume of deposits and of mo- 
ney in general. 


2. — On my part, even before I knew 
the study by Meade, I had tried to do some- 
thing of that kind with special reference to 
Italy and some comparison with the United 
States of America. After a study on « The 


(8) « The Economic Journal », No. 44, reproduced in 
« Readings », cit. 
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Reserve Ratio » published in 1952 (9), I made 
a survey on the « Reconstruction of Bank 
Deposits in Italy » (10), in which I endeav- 
oured to convert into elementary formulae 
the general arguments I had developed in 
previous studies regarding the creation of 
deposits. I shall confine myself to setting 
forth here, with some comments, those for- 
mulae in framing which I took into consi- 
deration particularly the need to arrive at a 
quantitative evaluation capable of deciding 
some questions as yet unsolved concerning 
the creation of deposits. 


3. — In my studies I aimed at a twofold 
goal: (a) establishing the « virtual weight », 
in any country and in any period of time, of 
each of the elements which concur in deter- 
mining the volume of deposits; and (b) esta- 
blishing the « real weight » of each of these 
elements in a given country and in a given 
period of time. And I have taken as « deter- 
mining elements » : 


— the behaviour of the public as regards 
the credit it extends to the banking system; 


— the conduct of the banks as regards 
the credit they extend to the public; 


— the policy of the Central Bank, as 
regards the amount of banknotes and deposits 
(on the Central Bank itself) created; the 
amount hereafter referred to, in brief, as 
« claims on the Central Bank ». 


The behaviour of the public as a whole 
can result in variations in the aggregate of 
deposits, directly and explicitly, only insofar 
as it is reflected in a definite choice between 
deposits and banknotes, and precisely in the 
« degree of preference » shown by the public 
for deposits over banknotes. This « degree of 
preference » (Kp) is expressed by the ratio of 
the absolute volume of deposits (D) to the 
amount of banknotes in the hands of the 
public (B,) (11). In the last analysis, this ra- 


(9) La Copertura dei Depositi, in « Bancaria », April 1952. 
Reproduced in Questioni di Teoria e Tecnica Monetaria (Issues 
of Monetary Theory and Technique), Padua, 1953. 

(10) La Ricostruzione dei Depositi Bancari in Italia, in 
« Moneta e Credito » (Banca Nazionale del Lavoro), No, 24, 
IV Quarter of 1953. 

(11) In addition to banknotes we must consider deposits, if 
any, held by the public on the Central Bank: i.e. we must 
consider the whole of the « claims of the public on the Central 
Bank ». 


tio corresponds to the ratio between the coef. 
ficient k’ and k of the « Cambridge Quantita- 
tive Equation » (See para. II, 6). Therefore: 


D k’ 
(a) K, = B, = k ° 
The conduct of the banks as a whole can 
result in variations in the aggregate of depo 
sits, directly and explicitly, only insofar as 
it is reflected in the choice between credit 
extended to the public and reserves, and pre- 
cisely in the « degree of liquidity » maintain- 
ed by the banks through their lending policy. 
This « degree of liquidity » (Ke) is expressed 
by the ratio of the absolute volume of deposits 
(D) to whole of the « claims of the banks on 
the Central Bank » (Bs). Again, this ratio is 
nothing but the inverse of the « reserve ra 
tio » (C), i.e. total reserves as a percentage of 
total deposits. Therefore : 
I 
(b) Ky = = =¢ 
The policy of the Central Bank can result 
in variations in the aggregate of deposits, di- 
rectly and explicity, through variations in the 
aggregate amount of « claims on the Central 
Bank » (B). Obviously, these claims are either 
in the hands of the public (B,) or in the hands 
of the banks (By). Therefore: 


(c) B=B,+ Bb 


We have thus three equations through 
which the absolute volume of deposits is de 
termined univocally by the action of the three 
independent variables (Kp, Ks, B). From the 
three equations, we can obviously infer: 


(d) 


4. — It is needless to say that in this 
pression (d) we find nothing but the elements 
we have put in by the preceding formula 
(a), (b) and (c). Therefore we find no refe- 
rence to price levels, which we have purposely 
disregarded in view of the arguments deve 
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loped on other occasions (12) showing that the 
influence of the banks (and of any other « de- 
termining element ») can make itself felt on 
the volume of deposits independently of any 
rise in the price level, more or less inflationary 
in nature. This rise, while on the one hand 
it can promote the formation of « forced sav- 
ing», can also render purely nominal, and 
therefore illusory, the formation of a greater 
volume of deposits. In this connection it 
should be borne in mind that while the crea- 
tion of a greater volume of deposits can take 
place without the formation of « forced » 
saving, it can likewise take place without the 
formation of new « genuine » saving. True, 
the flow of fresh savings into the Banks is 
one of the elements that can result in a va- 
riation in the aggregate of deposits, but the 
latter can and do normally vary without cor- 
responding variations in the aggregate of real 
assets « saved » (13).. 

In any event, saving — be it « forced » or 
« genuine » — can make its influence felt on 
the absolute volume of deposits only to the 
extent that it expresses itself in a variation of 
the public’s degree of preference. And this is 
just what the formula set forth above tells us. 


5. — That formula also tells us something 
essential for the ascertainment, in quantitative 
terms, of the « virtual » weight and of the 
«real » weight of each determining element. 
It tells us in which direction and to what 
extent each of the three elements, considered 
separately, can by itself (i.e. the others remain- 
ing unchanged) vary the absolute volume of 
deposits by direct influence of its own varia- 


tions, Two considerations must be kept in 
mind. 


In the first place, we should not lose 
sight of the fact that in passing from the 


(12) Particularly in para. 7 of La Creazione dei Crediti 
Bancari (the Creation of Bank Credit), in « Giornale degli 
Economisti », August 1935 (Reproduced in « Problemi », cit.). 

(13) On this point I have repeatedly insisted in my previous 
Papers on the subject, including that on « Liquidity » (II, 10) 
to which Schneider referred. He evidently misunderstood me, 
m asserting that « according to Gambino, a greater amount of 
‘aving is the necessary premise for expanding credit. Here is 
concealed the dominating conception of the old theory of 
aedit, i.e, that the extension of credit depends in some way 
upon saving activity; in fact, that the quantity of credit 
wailable is limited by. the amount of saving » (Interesse ¢ 
quantita di moneta, etc., p. 11). 
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expressions (a), (b) and (c) to expression (qd), 
we have assumed (as explicitly indicated) that 
Kp, Ks and B are independent variables. But 
in practice they are not independent: the 
behaviour of each element affects the others 
to some extent. Thus, for instance, the policy 
of the Central Bank affects the public’s beha- 
viour and the banks’ conduct: an increase in 
the amount of banknotes (and other claims 
on the Central Bank) inevitably increases the 
amount of banknotes in the hands of the 
public and/or the banks; the public is nor- 
mally « induced » to increase the credit ex- 
tended to the banks in the form of deposits, 
and/or the banks are normally « induced » to 
increase the credit granted to the public in 
the form of loans. This may reflect itself in 
the degree of preference and/or in the banks’ 
reserve ratio. Likewise the behaviour of the 
public may affect the conduct of the banks 
and even the policy of the Central Bank, and 
so forth. 

Each element, therefore, exerts a twofold 
influence on the volume of deposits: on the 
one hand, a direct and immediate influence 
which derives from the variations of the ele- 
ment considered, and on the other an indirect 
and mediate influence which derives from the 
variations « induced » in the other elements. 
Our formula does permit us, as indicated, to 
ascertain in quantitative terms the direct in- 
fluence of each element, but we cannot expect 
to use it to indicate also the indirect influence, 
which by its nature is not susceptible of uni- 
vocal determinations with the same degree of 
certainty as the direct influence. 


6. — In the second place, it should be 
borne in mind that, in adopting as an index 
of the behaviour of the public [in expression 
(a)] the « degree of preference » (i.e. the ra- 
tio between deposits and banknotes in the 
hands of the public), we assume that such 
behaviour will not change as long as the ratio 
remains unchanged. This ratio, however, can 
remain unchanged even in the presence of 
any variations, in absolute figures, in the 
amount of deposits, i.e. of credits extended 
by the public to the banks. And likewise, 
in adopting as an index of the conduct of 


the banks [in the expression (b)] the « re- 

















































serve ratio», we assume that such conduct 
does not change even in the presence of any 
variations, in absolute figures, in the amount 
of loans, 7.e. credits extended by the banks to 
the public and consequently in the amount of 
reserves. 

This is also consistent with current usage: 
we are certainly not used to saying that the 
banks change their conduct as long as they 
keep unchanged the reserve ratio (and the 
loans/deposits ratio), even if in absolute figu- 
res the amount of reserves (and conversely of 
loans) increases to a lesser or greater extent. 
And yet, whenever the volume of deposits in- 
creases concurrently with an increase in the 
amount of claims on the Central Bank, the 
degree of preference and the reserve ratio 
remaining unchanged, the increase in deposits 
is attributed exclusively to the Central Bank, 
even if it involves, as it must, the contribution 
of the public (z.e. an increase, in absolute figu- 
res, in the amount of credit extended by the 
public to the banks) as well as the contribu- 
tion of the banks (i.e. an increase, in absolute 
figures, in the amount of credit extended by 
the banks to the public). 

Therefore, the expression (a) and (b) from 
which we started, and consequently the for- 
mula (d) which we inferred therefrom, make 
« explicit » only part of the influence which 
the public’s behaviour and the conduct of the 
banks exert upon the volume of deposits. 
They leave « implicit », that is, the influence 
relating to the absolute variations in credits 
extended by the public to the banks and by 
the bank to the public — variations which are 
always necessary for an increase in deposits, 
even when they do not translate themselves 
into variations in the ratios adopted to express 
the choices of the public and of the banks. 

Taking all this into consideration, our for- 
mula makes it possible to ascertain only the 
« direct and explicit » influence of each « fac- 
tor » as we had initially indicated (IV, 3). 
This limitation must be borne in mind, parti- 
cularly when ascertaining to what extent a 
given variation in deposits should be attri- 
buted to this or that factor (14). But since we 


(14) Thus, in the paper on La ricostruzione dei deposits, 
etc, — intended to reject the thesis, fairly common in Italy, 
and representing the opposite extreme as compared to Schnei- 
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must now determine whether or not the pub- 
lic’s influence actually affects the aggregate of 
deposits, the validity of the positive results 
reached is obviously strengthened, and cer- 
tainly not impaired, by the knowledge that 
we are leaving aside an essential part of that 
influence. 


V - The Results Achieved. 


1. — Having thus clarified what we can 
expect from formula (d), it should be noted 
that the latter, in connecting the volume of 
deposits (as a dependent variable) with as 
many as three elements (as independent va- 
riables), does present some difficulty of appli- 
cation. Among other things, it does not lend 
itself to a geometrical representation, which 
is feasible only if no more than three varia- 
bles (dependent and independent together) are 
involved. 

Hence the desirability of breaking it down 
into two separate expressions: one intended to 
represent the « consistency level » of deposits 
(L), i.e. the ratio between total deposits and 
total claims on the Central Bank, and the 
other intended to represent the « absolute vo- 
lume » of deposits. 

We then have: 


) , D I 
e s= = - 
B oe C 
Kp 
(f) D=L.B. 


These expressions show the usefulness of 
keeping a definite distinction between « con- 
sistency level» and « absolute volume » of 
deposits, with regard also to the various ele 
ments which determine them. The « cons 
stency level» is determined exclusively by 


der’s, that the Central Bank does not influence the volume of 
deposits — I indicated that about two thirds of the increase in 
deposits during the six years ending with 1952 is attributable 
to the policy of the Central Bank. I also stressed (ibid., 
IV, 4) that « the formation of deposits, also for the portion 
attributable to the Central Bank, always involves the contr 
bution of the banks and the public ». I explained how this 
contribution, normally « induced » by the variations in the 
amount of the claims on the Central Bank remains « implicit » 
until such time as variations occur in the banks’ reserve rato 
or in the public’s degree of preference. 
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the public’s degree of preference and by the 
banks’ reserve ratio, while the absolute vo- 
lume is determined also by the aggregate 
amount of claims on the Central Bank. 
These expressions make it possible to re- 
present separately the consistency level and 
the absolute volume of deposits by means of 
appropriate three-dimensional diagrams. Con- 
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positions of the two factors and the virtual 
position of their product. 

In Diagram 1 (15), we have shown, bet- 
ween the curves of the virtual positions of the 
consistency level, two « real » points, marked 
Iraty and U.S.A., which represent the actual 
positions in Italy and in the United States at 
the end of 1938. 


DiacraM | 


CONTOUR MAP OF VIRTUAL POSITIONS OF FACTORS DETERMINING CONSISTENCY LEVEL OF DEPOSITS 
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sistency level can be represented like the alti- 
tude curves in conventional maps, in a three- 
dimensional diagram, showing horizontally 
(abscissae) the public’s degree of preference 
and vertically (ordinates) the banks’ reserve 
ratio. To each given pair of values of both 
«factors » univocally corresponds, as « pro- 
duct », a given consistency level. 

Thus the diagram indicates for each con- 
sistency level the different pairs of values of 
the two factors which may produce that 
level: in other words, it shows the univocal 
connection between the infinite « virtual » 


As it can be seen, the Italian consistency 
level at the end of 1938 equaled 237 per cent 
of the claims on the Central Bank. This level 
was determined univocally, because the pu- 
blic preference degree was then 272 per cent, 
and the banks’ reserve ratio was 5.42 per 
cent. At the same time, the U.S. level of 
consistency equaled 347 per cent, made up 
by a preference degree of gig per cent, and 
a reserve ratio of 17.94 per cent. 


(15) For the. figures on which this, and the following 
charts are based, see the paper on La Copertura dei Deposit, 
cited above. 
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In a similar manner we can portray (as 
shown in Diagram II) the absolute levels of 
deposits, by substituting them for the consi- 
stency level on the horizontal plane, while 
the claims on the Central Bank are shown 
vertically in the place of the banks’ reserve 
ratio. 


2. — Both diagrams, but particularly that 
of consistency levels, reveal a rather signi- 
ficant fact as to the « virtual » weight of 
the individual factors: namely, that each 
factor does not have, by itself, a determined 
weight — the influence of a given variation 
of each of them is more or less relevant not 
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In this diagram too we have shown, bet- 
ween the curves of the virtual positions, the 
«real» positions of Italy and the United 
States at the end of 1938. We can thus see 
that at that date Italy had a volume of 
deposits aggregating 57.1 billion Lire (con- 
sistency level, 237 per cent; claims on the 
Central Bank 24.1 billion lire), while in the 
United States the volume of deposits aggre- 
gated $ 54.1 billion (consistency level 347 per 
cent; claims on the Central Bank $ 15.6 bil- 
lion). 


only according to its own position, but also 
according to the position of the other factor. 
Depending on the respective position, each 
factor may tend to become « limitational» 
in that it tends to limit, if not even to pre 
clude, any increase in the consistency level 
or absolute value of deposits, regardless of 
the variations of the other factor, which then 
tends to become « irrelevant ». 

This possibility is only virtual as regards 
the absolute volume of deposits. In effect, 
the reciprocal position of the factors which 
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determine that volume are not usually such 
as to render « irrelevant» the variations in 
the consistency level, and even less those in 
the claims on the Central Bank. This can 
be seen, from the second diagram, looking 
at the position of Italy and even more at 
that of the United States in 1938. On the 
other hand, the possibility outlined above 
may be not only virtual as regards the con- 
sistency level. This can be seen from the 
first diagram, looking at the positions of 
Italy and of the United States in 1938. In 
Italy’s position, an increase in the reserve 
ratio would have then been almost irrelevant: 
any rise in the consistency level would have 
been the result of an increase in the public’s 
degree of preference. On the other hand, in 
the United States an increase in the degree 
of preference would have been almost irre- 
levant: a rise in the consistency level would 
have come chiefly from a decrease in the 
reserve ratio. 


3. — It can thus be inferred that, depend- 
ing on a shifting of the reciprocal positions 
of the elements involved, the actual influence 
directly and -explicitly exerted by the public 
on the volume of deposits could, in given 
borderline cases, become irrelevant. But un- 
der what circumstances could these border- 
line cases occur? 

The increasingly widespread use of depo- 
sits in the most advanced countries leads us 
to assume that, as the public’s preference de- 
gree increases, the influence of the banks’ 
reserve ratio, and, as a result, the influence 
of the claims on the Central Bank, will be- 
come more appreciable. Therefore, the in- 
fluence of the behaviour of the public would 
become less and less relevant as compared 
to the influence of the banks’ conduct, and 
chiefly as compared to the influence of the 
policy of the Central Bank. This does not 
mean, however, that even if we confine our- 
selves to considering the direct and explicit 
influence, the influence of the public’s beha- 
viour will become irrelevant by itself, in ab- 
solute terms. And this is what matters in 
tegard to the problem under discussion. 
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4. — In my first study on La copertura dei 
depositi, in ascertaining the positions referred 
to above in the U.S. in 1938 (with the ap- 
proximation then permitted by a summary 
elaboration of the data available), I also eva- 
luated (II, 17) the shifts which had taken 
place in those positions between 1938 and 1950, 
as compared to Italy’s positions. I arrived at 
the conclusion that developments in the si- 
tuation had considerably narrowed the gap 
between the two countries, so that in the 
United States by 1950 the influence of the 
public’s behaviour had become far more im- 
portant than in 1938. 

In the second study on La ricostruzio- 
ne dei depositi, etc. I ascertained on the 
basis of more abundant facts and with greater 
accuracy, that — even considering only direct 
and explicit influences — the behaviour of 
the public accounted for nearly one third of 
the increase in the volume of deposits in 
Italy during the six years ending with 1952, 
although in that period the circulation had 
increased to such an extent as to almost tre- 
ble the claims on the Central Bank (from 
660.3 to 1,850.7 billion lire). The data are 
shown in the following table: 


INCREASES IN ABSOLUTE VOLUME OF DEPOSITS, 
BY DETERMINING FACTORS IN ‘ITALY (1947-1952) 
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These results confirm for Italy what Mea- 
de had observed for Great Britain: « how 
sensitive the amount of money is to changes 
in the proportion of their money, which the 
public hold in the form of notes ». 
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VI - Conclusions. 


1. — Therefore, the thesis that the public’s 
behaviour does not appreciably influence the 
volume of deposits cannot stand up to the 
test of facts: instead, the influence exerted 
by the public, as creditor of the banking 
system, through the choice between deposits 
and banknotes, appears to be quite relevant, 
even if we consider only the direct and ex- 
plicit influence (since only this influence is 
measurable). 

Therefore there is much to be questioned 
about « Keynes’ argument » that money (in- 
cluding bank deposits), has, under all circum- 
stances «a zero, or at any rate very small, 
elasticity of production, so far as the power 
of private enterprise is concerned, as distinct 
from the monetary authority », so that the 
supply of money would be determined exclus- 
ively by the « deliberate »action of the mon- 
etary authority. In reality, the same _prefer- 
ences which influence the demand for depo- 
sits, such as « liquidity preference », on which 
so much emphasis is laid in the Keynesian 
system, as well as the particular preference 
which expresses itself in the choice between 
deposits and banknotes, act at the same time 
also on the supply of deposits. Also to this 
end, we should recall that, according to 
Pigou’s felicitous expression : 


«in the real world we cannot always hope to 
meet only with causes that act either on demand 
alone or on supply alone. The same cause may 
easily act upon both » (loc. cit.). 


Thus we can well say, in my words 
quoted by Schneider, that « under the cir- 
cumstances in which we now live, money 
too, like any other good, is produced accord- 
ing to demand » (pp. 9, 10). 

Consequently, saving, even if hoarded in 
the form of bank deposits, does not auto- 
matically exert under all circumstances that 
income-depressing effect which is attributed 
to it by the doctrines with which I take issue. 
Hoarded saving, in involving an increase in 
the credit extended by the public to the 
banks, constitutes, explicitly or otherwise, 


one of the conditions required for the banks 
to extend more credit to the public: rather 
than as a check, it acts as a stimulus to the 
banks’ ability to extend credit. The point 
therefore remains, as expressed in another 
phrase of mine quoted by Schneider, that 
«in the stages of normal economic develop- 
ment, the banks are induced by the hoarding 
of individuals to expand their credit to the 
public, thus introducing such a corrective to 
the hoarding as to eliminate any depressive 
influence of the latter on income and eco- 
nomic conditions » (p. 9). 


2. — We are thus back to what I wrote 
in the introduction: in the theories with which 
I take issue, the error lies in attributing gene- 
ral validity to schemes which have in effect 
a limited validity. In other words, the error 
lies in believing that the saving channelled 
through the banking system can automatical- 
ly exert depressive effects, under all circum- 
stances. This is a possibility which may 
come true only under special circumstances, 
and particularly in periods of recession and 
stagnation, because then the contribution of 
the other necessary elements of deposit crea- 
tion may fail to act. Then, and then only, 
is a «deliberate » action of the monetary 
authorities required to prevent hoarded §sav- 
ing from becoming « sterile » or « abortive », 
causing or worsening cumulative downward 
movements income and business activity. 

To this effect, in order to provide appro- 
priate guidance for the monetary authorities, 
I believe that it would be most useful if 
someone could accept Meade’s suggestion for 
continuing and extending in depth the quan- 
titative studies intended to yield a_ better 
knowledge of the influence of the various 
levers of monetary and credit policy. On 
my part, I should like to express the hope 
that, here too, Prof. Schneider will contr- 
bute his theories and his experience to post 
tive studies on the elements that have it 
fluenced the trend of bank deposits in Ger 
many during the last few years. 


AMEDEO GAMBINO 
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The Development of the Italian Economy 


The Italian Central Institute of Statistics 
has recently undertaken a task which few 
other government statistical offices have at- 
tempted, in any country. The Institute has 
calculated, and published in the Annuario Sta- 
tistico for 1952, estimates of national income, 
at factor cost and market price, back to 1901. 
With these are published index numbers of 
wholesale and retail prices, which make it 
possible to express this income approximately 
in real terms. 

Hitherto, the earliest reliable estimate of 
'talian national product was that made for 
1914 by Professor Gini. His methods were 
good and his result is fairly well confirmed 
by the mew study. There was an earlier esti- 
mate, for which sufficient credit has not 
hitherto been given, made in the 1890's by 
Nitti (busily occupied though he was with 
his political career). His estimate, like many 
contemporary estimates made in the roth cen- 
tury in other countries, is now found to be 
distinctly too low. (The methods of defining 
national income in those days were very ob- 
sure, and many investigators tended to omit 
some or all of the service industries). 

In determining the trend of real income, 
we take as denominator of our fraction a 
price index of market prices of commodities, 
including any indirect taxes which have been 
paid on them, and we must therefore take 
a our numerator national income measured 
at market prices, not at factor cost. Of the 
two index numbers available, the retail price 
index is more appropriate than the wholesale 
price index for deflating money income. It 
would be better still if we had an index which 
made some allowance, at the appropriate 
weights, for the prices of capital goods also; 
but it is only recently that the O.E.E.C. have 
succeeded in constructing such indices, and 
We should not expect it to be possible to 
construct them, to any worth-while degree of 
«curacy, for historical periods. 

2 


Having ascertained real national income 
for past years, the usual procedure is to divide 
it simply by a figure of population and to 
show the trend of real income per head. Such 
a result may be what we want if we are 
attempting to measure the trend of welfare, 
or of puchasing power, particularly if we need 
a background against which we can gauge the 
trend of demand for any single commodity. 
But this is only one of the uses which can be 
made of the figures, and probably not the 
most important one. For many purposes of 
applied economics, we are primarily concern- 
ed in studying the trend of productivity. It 
will be seen that a number of further adjust- 
ments have to be made to the figures before 
we can reasonably gauge this. 

In the first place, we must take into 
account changes in working hours. There was 
a drastic reduction in working hours imme- 
diately after the First World War, and ano- 
ther in the 1930’s. These reductions made 
the trend of real income, when measured on 
a per annum basis, rise much more slowly 
than when measured on a per hour basis. 
In the second place, we must divide real in- 
come by the number of persons at work, not 
by the total population. The ratio between 
number of persons at work and total popula- 
tion varies in accordance with changes in the 
age structure of the population, number of 
retired persons, changes in school leaving age 
etc. Then further a deduction has to be made 
for the amount of unemployment at different 
dates. In defining labour force, there is a con- 
siderable ambiguity about the women numbers 
of farm families, and in order to preserve com- 
parability between different countries and at 
different times, these are all omitted from 
labour force, as defined below. 

There are some further minor adjustments 
which should be made to the national income 
figure if we are setting out to measure accu- 
rately the trend of productivity. We must 
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convert figures of real national income into 
real national product. In the first place, we 
must take account of dividends and interest 
payable abroad, or received from abroad, a 
comparatively small item. We must then 
make a somewhat complex adjustment for 
changes in the terms of trade. It has happen- 
ed on occasions that, with an unchanged real 
product, real income has nevertheless shown 
a marked fall, simply owing to a change in the 
terms of trade, to a higher price of imported 
goods, relative to the price of exports. Figures 
of real income have to be converted to real 
product by ascertaining the real values of im- 
ports and of exports separately. Finally, some 
allowance has to be made for what is known 
as imputed income. The imputed income 
which arises from owner-occupied houses tends 
to represent a fairly constant proportion of 
the national income; but we must take into 
account another form of imputed income, 
which represented a much bigger proportion 
of national income in the past than it does 
now, namely, the difference between the retail 
and the wholesale value of the farm produce 
consumed by peasant families. (In national 
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Economic Progress». It is defined as the 
quantity of goods and services exchangeable 
for one dollar in the U.S. over the average 
of the years 1925-34, or, alternatively, the 
goods and services exchangeable for 1.64 
dollars in the U.S. in 1950, which represents 
the same purchasing power. The 1950 dollar 
is used as the new base, for the reason that 
the O.E.E.C. decided to use this as their base 
in measuring real product of five European 
countries in 1950, as compared with that of 
U.S.A. 

The nature of the results stands out most 
clearly on the diagram. There was naturally 
a decline in real product per man-hour dur. 
ing the course of the First World War, bu 
it was slight, and by 1919 the figure of pro- 
ductivity was once again « on the line »; and 
this general rate of upward trend was main- 
tained until 1925. About that year began ; 
period of slower rate of growth. 

The effects of the world depression of 
1928-34 can be seen. It must be remembered 
that this diagram shows real product per man 
hour worked, not real product in the aggre 
gate, which indeed fell seriously. The fall in 
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income statistics it is only included at the 
lower value). 

The table gives results for five-year periods 
since 1901, but the same calculations have 
been made for individual years, and the results 
are shown on the diagram. The units in 
which all real incomes and real products are 
expressed is the I.U. (international unit), first 
used in an article in « Weltwirtschaftliches 
Archiv» in 1938, and in « Conditions of 


1901} 1906] 19 
1905] 1919/1915} 1920 













3-70} 4-24] 4-90) 5-30 
4-10] 4.68] 5.40] 5.84 
12.90]13.20]13.50]14.40 


12.80]13.10]13.40]14.30 
3160} 3000] 2840] 2500 








11/1916 









1921] 1926] 1931] 1936] 1941] 1946 
1925] 1930] 1935| 1940] 1945| 1950] |9>" | *957| 1953 









115-9]136-1199-7 |137-4) 639) 5834) 8799) 9221| 9953) 
6.14] 6.74] 6.33] 7015] 5-69] 8.73]11.09]11.25]11.84 


1.6 156.5 








6.76] 7.42] 6.93] 7-76] 6.30] 9.36]11.70]11.86)12.45 






















6.92] 7-55] 6-94) 7-77] 6.29] 9.77]12.29]12-55 13.08 
15.13] 15-43]15-91]16.52]16.91]17.30117.5 3] 17-61)17-69 
14.86] 15.14]15.00]16.13]16.82)16.25]15.99]15-93]!5-9 
2200] 2168] 2012] 1915] 1997] 1994] 2015] 2015] 2032 
+229] .231] .252] .188) .303] .382] .391) .495) 


5-33] 5-87 





-140] . +213 








real product per man hour was only tempo 
rary — as in several other countries. The 
period 1935-39, when world trading cond: 
tions were more normal, shows a real produ 
tivity per man hour higher than that of 192 

It might perhaps have been expected that 
the rate of economic progress would have 
slowed down somewhat during the Fasis 
regime, but it is interesting to see this & 
pectation so strikingly confirmed in the diz 
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The Development of the Italian Economy 


gram. In retrospect, one can see that there 
was far too much un-necessary economic re- 
gulation by the so-called Corporate State, 
which was in fact « excessively bureaucratic 
and political in character ». But this excessive 
regulation may have been a secondary factor, 
compared with the more serious matter, that 
under the Fascist regime, Italy was over-taxed. 


ITALY: REAL 
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nearly always leads to a certain degree of 
impoverishment. 

Regarding the high rate of growth of 
productivity for the years before 1922, we may 
conclude that the « Liberal » regime of those 
years may have had its faults; but that the 
slowing down of the natural development of 
economic productivity was not one of them. 


PRODUCT IN INTERNATIONAL UNITS PER MAN-HOUR 
(Logarithmic scale) 
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National and local taxation, in the 1930's, 
amounted to nearly 30°% of the national in- 
come at factor cost — at that time the highest 
ratio in the world. It is an important but 
widely neglected truth, that excessive taxation, 
within a few years of its imposition, is likely 
to slow down the rate of growth of real pro- 
duct. Probably equally serious is the effect of 
a third factor, namely the extreme economic 
nationalism of the regime, which attempted 
to make Italy self-contained in a number of 
products, and to discourage foreign trade. 
Except in countries extremely well possessed 
of abundant natural resources, such a policy 
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The decline in productivity in the Second 
World War was considerably greater than in 
the First World War, not only because Italy 
was more deeply engaged, but also because 
her commerce with the whole non-European 
world was cut off, thereby further disorganis- 
ing production. In the years 1943-45 Italy 
was a battleground, and it is indeed remark- 
able that productivity was kept as high as it 
was. Even in the worst year, 1945, real pro- 
duct per man hour was still higher than it 
had been in any year of peace up to 1913 — 
an interesting conclusion. 

After the minimum of 1945, recovery pro- 
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ceeded very rapidly, but at a decelerating pace, 
as might indeed have theoretically been pre- 
dicted. By 1950, the rate of growth of produc- 
tivity had settled down to a steady rate of 
advance, and we are justified in saying that 
this trend is now once again « on the line ». 

It now remains to say that rates of growth 
of real product per man hour of 3.5% or 
3.89, per annum (the difference between the 
two figures shown on the diagram is hardly 
statistically significant) are about the highest 
rates found anywhere in the world. In the 
United States, which is always expected to set 
a standard, the rate of improvement of real 
product per man hour has been a fairly steady 
2.2% per annum ever since 1870, and in 
Canada 1.9°%%. Even for Japan, in her period 
of most rapid growth, the figure was only 


3.2%. For Norway, Sweden and Finland a 
figure of just under 3°% is shown. Soviet 
Russia, it should be added, has never attained 
anything like this rate of growth, if her 
productivity is accurately measured. 

Many Italians have on their consciences 
the amount of poverty and unemployment 
which still prevails in their country. They 
may reassure themselves that the improvement 
of productivity, which is the only real remedy 
for these ills, is now proceeding at the greates 
possible rate, better than that of other coun. 
tries where the natural and social conditions 
for economic progress appear, at first sight, 
to be much more favourable than they are in 
Italy. 
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Medium-term Lending by the French Deposit Banks 


and Banques d’Affaires 


1. - Definition. 


Our first task is to give a definition of 
loans. We may base this either on the nature 
of the needs which the loans are intended to 
satisfy, or on the period for which the moncy 
is lent. Both are highly variable. For on the 
one hand there are many types of business 
which may be financed by medium-term 
credit — in fact the official list of them 
becomes longer every day; and on the other 
hand any period we may select as our crite- 
rion for deciding what is medium term is 
bound to be arbitrary. Thus periods varying 
from 18 months to 5 years have been accepted 
as coming within the category of medium- 
term lending. 

The Bank of France has solved this pro- 
blem by implication. By taking certain of its 
rulings together with its system of classifying 
loans for the purpose of registering risks, we 
may infer that its definition of medium-term 
credit has elements of both the criteria men- 
tioned above. Thus the loans which are deem- 
ed to be at medium term and eligible for 
rediscount at the Bank of France are those 
made for financing investment in productive 
equipment, or foreign trade subject to Govern- 
ment guarantee, or building, and running for 
periods of three to five years. 

If the credit runs for less than three years, 
this does not mean that the Bank of France 
will regard it as being at short term. The 
Bank will include it in the category of « mo- 
bilisable » or «non-mobilisable » credits in 
the manner which we shall describe below 
when we come to the system of classification 
used by the Bank in its Centrale des Risques. 


2. - Medium-term Loans” before 1914. 


At the beginnig of this century the Bank 
of France began to admit to rediscount bills 


representing credits granted by banks to their 
customers, such bills being known variously 
as « credit paper », « finance paper » or « mo- 
bilisation paper » (1). The credits granted in 
this way might be used to finance either 
capital projects or transactions of a seasonal 
nature. In principle they were limited to a 
period of one year, but they were frequently 
renewed. Each transaction required the pre- 
vious consent of the Central Bank. Redis- 
count was allowed « on the transactions » and 
not «on the names», as was the rule for 
commercial paper. It was the regional banks, 
and more particularly those in Lorraine, that 
benefited from this system, which contributed 
to the industrial development of that part of 
France. 

Such credits were mobilised at the Bank 
of France by the use of go-day promissory 
notes signed by the beneficiary and guarante- 
ed by the signature of another firm or party. 
The signature of the presenting bank formed 
the third of the three required by the Bank 
of France for rediscounts. Where the credit 
was not guaranteed by the name of an out- 
side firm or party, the third signature would 
be obtained by cross transactions between 
banks. Bank A for instance would hand to 
Bank B 10 million francs’ worth of promis- 
sory notes carrying its endorsement in ex- 
change for 10 million francs’ worth endorsed 
by Bank B. 

Certain critics have maintained that such 
business was contrary to the statutes of the 
Bank of France, on the ground that the 
Bank had power to discount only « commer- 
cial bills» running for a maximum of go 
days, and bearing the signatures of three par- 
ties of known solvency. « Credit paper » is 


(1) See in this connection my article Georges Robineau, 
17° Gouverneur de la Banque de France, in the « Nouvelle 
Revue de l’Economie Contemporaine », No. 44, August, 1953- 
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of course not the same thing as « commercial 
bills »; and, even though the bills represent- 
ing this type of credit did not run for more 
than go days, there was agreement from the 
outset that they would be renewed on matu- 
rity. To the first objection it could be ans- 
wered that «commercial bills » are not syno- 
nymous with « commercial paper », and that 
they simply mean bills of exchange or pro- 
missory notes; and to the second objection it 
could be answered that the promissory note 
had to be paid on maturity by the presenting 
bank, whether or not there was a tacit pro- 
mise to renew it. Hence it could be argued 
that the statutes of the Bank of France were 
respected. 

There was a further objection to the prac- 
tice on the ground of doubt as to whether 
the paper thus created formed proper cover 
for the note issue. The answer which was 
found was that up to a certain point a note- 
issuing bank can discount «credit paper » 
without danger. Part of the country’s note 
issue is immobilised in the hands of private 
people who keen the notes to cover their day- 
to-day needs or to meet unforeseen emergen- 
cies. Such notes will never be presented for 
payment, and therefore the note-issuing bank 
will run no danger if it employs their equi- 
valent in more or less illiquid assets. 

Thus in France even before the First 
World War there already existed a _fore- 
runner of what is now called medium-term 
credit, although that term was never used 
and the facilities were accorded on an empi- 
rical basis, without any precise rules as to the 
duration or purpose of the loans. 


3. - Medium-term Lending from 1914 to 
1926. 


During the 1914-1918 war « credit paper » 
was used to finance war industries. Some 
factories were converted, while others had to 
be started from scratch. Throughout France 
large amounts of capital were needed for 
fixed investment at a time when it was im- 
possible to appeal to savers. Only two ways 
of obtaining the credit they needed were open 
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to manufacturers: borrowing from the Go- 
vernment, and borrowing from the banks. 
The second of these courses was widely 
adopted. 
The banks were able to lend in this way 
because they had been assured that any « cre. 
dit paper » which they might create in respect 
of their loans to industries working for na- 
tional defence purposes would be discounted 
by the Bank of France. In order to obtain 
the third signature the banks used to ex- 
change paper with each other; and by degrees 
the Bank of France began to take the bills 
«on the names », without examining the spe- 
cific nature of the transactions which they 
represented. 
After the war there was a revival of busi- 
ness, and industrialists again needed capital. 
The continuous rise in prices meant that they 
needed continually larger working funds. 
Companies could no longer issue bonds in 
the capital market because there were vir- 
tually no takers owing to the fall in the franc. 
Many firms which had funds abroad did not 
repatriate them; and this reduced their funds 
in France, so that they needed to borrow on 
the market. The banks therefore faced a dem- 
and for loans from all quarters. Trade and in- 
dustry required capital which savers could not 
or would not provide. They had to resort 
to the banks in cases where formerly bond 
or share issues would have been made. At 
the same time the banks’ deposits in terms of 
gold francs were diminished in consequenct 
of the flight from the franc. The only way 
by which the banks could meet the demands 
for finance from trade and industry was by 
rediscounting paper representing the overdrafts 
to their customers at the Bank of France. 
According to certain sources the Bank of 
France at times has as much as 85 per cent 
of its portfolio in « credit paper ». That is, 
of course, a high proportion. What happened 
was that the « bad paper », if we may us 
this expression, went into the Bank of France, 
while the « good paper », consisting of com- 
mercial bills, remained outside. The latter 
went into the money market, where the banks 
passed it round among themselves, according 
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to the needs of their cash position, at an 
interest rate which was below the official rate 
of discount. 

People who have criticised the Bank of 
France’s policy during that period, or who 
still do so, should not forget the difficulties 
which prevailed at the time. 

If the Bank had not taken the « credit 
paper », many enterprises would not have ob- 
tained the capital which they needed for their 
existence. There would have been widespread 
bankruptcies and unemployment, and a se- 
rious setback to trade and industry with all 
its direct and indirect consequences. Such a 
disaster would have benefited nobody. The 
note circulation would have been no better 
secured as the result of it, and the franc none 
the firmer. 

In normal times the Central Bank should 
not have in its portfolio too high a propor- 
tion of « credit paper », or, judging by still 
stricter standards, it should not have any at 
all, since the bill portfolio is one of the assets 
backing the issue of notes, which are exchan- 
geable into gold. Finance bills do to some 
extent worsen the note cover because, as they 
do not represent any exchange of goods, they 
are an inflationary factor. But once paper mo- 
ney is legal tender, and once the note cover 
consists largely of more or less illusory claims 
on the Government, such considerations lose 
much of their force. 

This state of affairs lasted until 1926, when 
it underwent a radical change. 


4. - Establishment of Medium-term Credit 
Institutions. 


The system of medium-term lending based 
on rediscount facilities at the Bank of France 
did not after all give full satisfaction. It was 
inherently ambiguous, since the same credit 
transaction was regarded as medium-term by 
the borrowing enterprise and as short-term by 
the lending bank. In addition, as we said 
before, the banks never committed themselves 
for a period longer than one year; and it 
was dangerous for borrowers to take medium- 
tm credit in short-term form on the mere 
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hope that the transaction would be several 
times renewed, when they had no guarantee 
that this would be done. It thus became appa- 
rent that banks which work mainly with de- 
mand, or very short-term deposit cannot lend 
at medium term, and that such business would 
have to be done by banks having resources 
placed at their disposal for a certain length 
of time. 

The large French banks saw the need for 
this. They saw it the more clearly because, 
from 1926 on, the Bank of France refused to 
rediscount « credit paper ». They therefore set 
up institutions which were to lend to trade and 
industry for periods running from one to six 
years. As far back as 1919 the Comptoir Na- 
tional d’Escompte and the Crédit Lyonnais had 
set up the Union pour le Crédit a |’Industrie 
Nationale, with a capital of 50 million francs. 
In 1928, with the assistance of the Crédit Com- 
mercial de France, the Banque Nationale de 
Crédit set up with the same object the Société 
Anonyme de Crédit 4 I’Industrie Frangaise, 
having a capital of 100 million francs. In the 
same year the Crédit du Nord established the 
Union Bancaire with a capital of 60 millions; 
and in 1929 the Crédit Industriel et Commer- 
cial with the regional banks depending on it 
created the Union des Banques Régionales, 
which had 4o million francs, capital. Other 
institutions of smaller size were also created 
with the same object by various outside groups. 

As to the extent of the activity of these in- 
stitutions up to 1939 two things can be said. 

First, their capital is not large. They really 
regard it as just an additional frill, and indeed 
it is not paid up in full, but only to the extent 
of 50 or 25 per cent. Most of their resources 
therefore came from time deposits, from bond 
issues and from rediscounting at the founder 
banks. 

Secondly, certain of these institutions built 
up holdings of industrial participations. Some 
they took from defaulting debtors, while 
others were acquired by deliberate investment 
in industrial enterprises where the financial 
prospects looked good. By doing so they ate 
into the resources, already small in amount, 
which they could obtain by the three methods 


mentioned above. 
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It must moreover be remarked that from 
1926 on money again became very plentiful in 
France. The capital market was once more 
open for share and bond issues; and consequent- 
ly the larger enterprises could obtain the ca- 
pital which they needed without having to 
resort to the makeshift remedy of bank credit. 
Besides this the Crédit National, a Govern- 
mental institution set up in 1919, was prepar- 
ed to lend to industry for periods of not less 
than three and not more than ten years. Such 
loans had to be secured by a first mortgage, 
or by the joint and separate guarantee of a 
third party. 


5. - Medium-term Lending from 1926 to 
1940. 


In July, 1926, M. Poincaré took office with 
the object of restoring the finances of France, 
formally stabilizing the franc at its devalued 
level by a new monetary law, and assuring 
the convertibility of the currency. In Septem- 
ber, 1926, M. Moreau, the Governor of the 


Bank of France, told the banks that with a 
view to strengthening the portfolio of the 
Bank of France he would no longer take 
« credit bills » for rediscount. In his Report 
for 1926 M. Moreau made the following com- 
ments on this decision: « While not losing 
sight of our essential monetary function, which 
is to take bills very freely when their origin, 
their nature and the signatures upon them 
afford the security required by our statutes, 
we shall on the other hand refuse finance pa- 
per which under our statutes cannot form the 
cover of our note issue ». From his recently 
published memoirs we learn that M. Moreau 
wrote in July, 1926: « The banking position 
of the Bank of France is no better than its 
monetary position. The bill portfolio leaves 
much to be desired. More than half of it is 
finance paper, this being contrary to the sta- 
tutes. I have given orders that by degrees all 
such paper must be cleared out of the portfo- 
lio». The term used by the Governor was 
« papier d’immobilisation ». It is curious that 
he should use this term for what everybody 
else called and still calls « papier de mobili- 


sation ». The two terms however are not mu- 
tually contradictory, since such paper is used 
to « mobilise » an « immobilised » credit. 

By 1st October, 1926 we find M. Moreau 
saying that the quality of the portfolio has 
greatly improved, that the quantity of finan- 
ce paper has been considerably reduced, and 
that these salutary measures have led to loud 
protests from the parties affected. 

The reason why the position improved so 
quickly without causing trouble either for the 
banks, or for business or for the country’s 
economic system was, first that the situation 
was not so unhealthy as certain people had 
been saying, and, secondly, that from 1926 on 
the banks had plenty of funds owing to sales 
of foreign exchange, so that they were able 
to nurse their paper until the borrowers could 
repay them. And, as we have seen, many 
of those borrowers were able to pay off the 
banks through share or loan issues, which 
had become possible owing to the abundance 
of capital and the stabilization of the franc. 

In February, 1927 the President of the 
Union Syndicale des Banquiers announced 
that the Bank of France would thenceforth 
continue as before to take seasonal or « credit 
paper », but would refuse finance paper. 

Subsequently the Bank of France showed 
itself more liberal in consenting to rediscount 
« credit paper ». There was a return to the 
pre-1914 position, bills being discounted « on 
the transaction ». Discounts were moreover 
allowed for nine months, after which the pre- 
senting bank had to carry the credit for three 
months before it could, if necessary, be renew- 
ed. This is what was called the « standard 
break » (interruption d’usage). 

From 1931 on the Caisse des Dépots ¢t 
Consignations also entered the medium-term 
lending business. At first it required every sort 
of security against its loans: movable property, 
real property, assignment of sales proceeds, ett. 
But even so experience showed that much of 
the business turned out badly; and by degrees 
the Caisse adopted the custom of granting 
medium-term loans only on the signature of 
a large bank, and normally only for a period 
of five years. The principles followed by the 
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Caisse in handling such business were the 
same as those of the Bank of France. That 
is to say, the credit would be granted by 
discounting go-day bills which were renewable 
and bore three signatures — that of the pre- 
senting bank, that of the customer to whom 
the loan was granted, and a third signature 
which might for instance be that of another 
bank (2). The last signature could however 
be replaced by some real guarantee, such as 
assignment of the sales proceeds, a pledge of 
securities or something similar. If the credit 
was extended by several banks, what was 
known as «cross signing » to produce the 
required signatures was allowed. The Caisse 
des Dépéts also discounted bills carrying the 
Government’s credit insurance guarantee, alt- 


hough it did not show great eagerness to 
handle such business. 


6.- The Bank of France's 1944 Decision. 


Under German occupation the Government 
and Bank of France turned their minds to 
the credit problems which would arise after 
the war. It was clear that large sums would 
be required for the rebuilding of stocks of 
goods and for repairing and modernising in- 
dustrial plants, which even in 1939 already 
had obsolete equipment. It was also obvious 
that for many reasons such large sums could 
not be obtained from savers. It was thought 
however that the money market ought to be 
able to produce the funds which the capital 
market could not, provided that the Bank of 
France was able, on terms which it would 
clearly state, to discount paper representing 
the loans which the banks might grant to 
trade and industry (3). The Report of the 
Banque de Paris et des Pays Bas for 1944 com- 


(2) Thus the medium-term credit institutions were able 
0 mobilise their lendings by presenting for rediscount bills 
beating the signature of one of the large banks which had 
Geated them. Similarly these large banks, when they wanted 
0 have recourse to the Caisse des Dépéts, would borrow the 
‘gnature of the medium-term credit institution which they 
‘ad set_up. 

(3) See my articles Le financement de la reconstitution des 
tocks, in « La Vie Industrielle », 6th May, 1942; Réhabilita- 
"on du papier de crédit, 8th October, 1942 and La banque 
dans V'économie nouvelle, in the « Revue de |’Economie Con- 
‘emporaine », July, 1944. 
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mented on this matter as follows: « The work 
of restoration which will be required at the 
end of the war, and which is unfortunately 
growing in extent every day, will certainly 
entail very considerable resort to credit. Me- 
dium-term credit in particular will be required 
to meet demands for capital for the purpose 
of renewing industrial equipment which is 
either obsolete or damaged, or cannot easily 
be used because of its age and the technical 
progress which has been made ». 

The Crédit Commercial de France also 
remarked that much large-scale lending would 
be needed after the war, and it assured its 
customers that it would give them all the 
help which they required. 

Similarly the Crédit Industriel et Commer- 
cial wrote: « We have made arrangements to 
grant to our industrial customers such me- 
dium-term loans as they may need now or in 
the future in order to restore their plant, to 
renew their stocks, and to replenish their 
working funds ». 

Finally the Bank of France said in its 
Annual Report: « The changes which the 
Crédit National (4) has recently made in its 
statutes will enable it, in conjunction with the 
Caisse des Dépdts et Consignations, to take 
steps for the purpose of « mobilising » loans 
granted by French banks fora period of up 
to five years. It will however be possible for 
medium-term lending to develop and to ren- 
der the full service which can rightly be ex- 
pected of it only if the lending institutions 
can rely in case of need on help from the 
Central Bank. Being aware of the importance 
which attaches to the success of such lending, 
the Bank of France has agreed to study ways 
in which it can give such aid. These ways 
were in fact laid down by a circular dated 
19th May, 1944, which for the first time 
officially regulated the rediscount of « credit 
paper ». The circular stated the duration of 
the credit transactions which could be « mo- 


(4) The Crédit National had decided to discount, or to take 
as security for loans running from a fortnight to three months, 
bills representing credits at medium term which had been 
granted by banks established in France and belonging to French 
citizens, for periods of up to a maximum of five years, to 
finance the purchase of equipment. 
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bilised » in this way, as well as the purposes 
for which loans of this kind might be granted 
by the banks. Medium-term lending was thus 
given the benediction of the Bank of France, 
although the Bank never used the expression 
in its circular. 

The circular in question gives a reminder 
that in certain conditions the Bank of France 
grants seasonal credits by way of discount. 

It goes on to say that in future the Bank 
will take for discount bills drawn to « mobi- 
lise » credits granted for periods of between 
nine months and two years, provided that 
such bills represent a sale for export or the 
manufacture of goods which have been order- 
ed or sold. The bills, which must bear three 
signatures, are to be drawn at not more than 
three months, and they can be renewed within 
the time limit stated above. The Bank reserves 
the right either to undertake this negotiation 
of these bills for the whole duration of the 
credit extended by the initial lender, or to 
require one or more breaks at dates and for 
periods which it will fix. In accordance with 
the usual practice the Bank is to retain discre- 
tion to decide at each quarterly maturity whe- 
ther or not to renew. 

The circular further adds that the Bank 
of France will take for discount bills drawn 
at not more than three months to « mobilise » 
credits granted for periods of between nine 
months and five years, which are intended to 
assist development of the productive equip- 
ment of an enterprise. Such bills will be dis- 
counted only for public credit institutions, 
banks or financial institutions, and only on 
condition that the institution in question has 
a «current discount account », and has been 
approved for such business by the Governors 
of the Bank. It is added that the bills must 
bear three signatures other than that of the 
firm to which the credit is granted. 

It is added that the discount may be renew- 
ed, subject to a yearly break for a period to 
be fixed by the Bank of France, and subject 
to the value of the signatures being main- 
tained. 

There is a further condition that only cre- 


dits which have been notified to the proper 


departments of the Bank of France at the 
time of their opening may be « mobilised » 
on the terms just described. Furthermore, 
when « mobilisation » bills are presented for 
discount the Bank will enquire as to what use 
has been made of the funds by the borrower. 
The point is that credits of this kind must be 
intended to satisfy specific needs, and that 
they must be strictly used for the purpose for 
which they have been granted. 

Finally it is provided that the rate of redis- 
count applied to such credits running for two 
to five years will be the Bank of France's 
discount rate, plus a commission of 4 per 
cent per annum. 

Thus it was the money market which was 
to carry the burden of the medium-term cre- 
dit that the deposit banks and banques d’af- 
faires (5) were mostly to distribute. It will 


(5) The Law of 2nd December, 1945 classifies banks in 
three categories, namely deposit banks, banques d'affaires and 
medium-term credit institutions. Article 5 of the Law of 17th 
May, 1946 reads as follows: « Deposit banks are banks which 
receive from the public deposits at sight or for a period of 
not more than two years. They must not hold participations 
amounting to more than 1o per cent of the capital of enterprises 
other than banks, financial ‘institutions or real estate companies 
necessary for the conduct of their business. In no case may 
the total amount of such participations, including firm subscrip- 
tions to issues of shares, exceed 75 per cent of their own 
resources. The exceeding of this limit, as well as any employ- 
ment of their deposits in participations or real property inves: 
ments, is forbidden unless authority is given by the Deposits 
Committee of the Conseil National du Crédit. 

Banques d'affaires are banks whose main activity consists 
in taking and managing participations in enterprises which 
already exist or are in course of formation, and in opening 
credits without limitation as to period in favour of public or 
private enterprises which benefit, have benefited or are to 
benefit from the said participations. Banques d'affaires may 
not invest in such enterprises any funds other than funds 
originating from their own resources, or from deposits fixed 
for a period of at least two years or subject to at least two 
years’ notice. Banques d'affaires may not open deposit accounts 
except for their own staff, for enterprise in whose favour they 
have opened a credit or which benefit from participations, for 
physical persons or bodies corporate having the quality of é 
trader for the exercise of their principal business activity, o 
for subscribers to shares in the companies in which they hare 
taken participations, provided that such subscribers shall b 
holders of security accounts in their books. 

Long-term and medium-term credit institutions are inst: 
tutions whose principal activity consists in opening credits for 
a period of at least two years. They may not receive deposit 
for a shorter period than that stated unless authorised by the 
Medium-term and Long-term Credit Committee of the Conseil 
National du Crédit. As regards their participations they #* 
subject to the same limitations as the deposit banks ». 
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be seen later that the medium-term credit 
institutions, which had extremely limited re- 
sources, were to take only very small amounts 
of the business in question. 







7. - Safeguards against Inflation in the Ar- 
rangements Governing Medium-term 
Lending. 
















When the Governor of the Bank of France 
drew up the official regulations for medium- 
term lending on the lines just described, he 
of course knew that he was taking an unor- 
thodox step which might lead to inflation. 
However, he showed proper understanding of 
the country’s economic and financial needs, 
as well as of the unrelying monetary situation, 
and acted on new and vigorous lines by sett- 
ing up a kind of protective screen between 
the Bank of France and the institutions hold- 
ing the bills representing medium-term credit 
business. We have already seen that a fourth 
signature was required before such bills would 
be rediscounted at the Bank of France, and 
there was a further requirement that this 
signature must be that of an institution which 
the Bank had approved for that purpose. In 
point of fact the Bank of France gave such 
approval only to the Crédit National and to 
the Caisse des Dépéts et Consignations. Later, 
in 1950, the Crédit Foncier de France was 
added to the list. Thus, in order to qualify 
for rediscount at the Bank of France the bills 
representing the « mobilisation » of medium- 
tem loans had to carry the following signa- 
tures: first, that of the beneficiary; secondly 
that of the bank which had granted the credit, 
and which in most cases was either a deposit 
bank or a banque d’affaires; thirdly that of 
the Crédit National; and finally that of the 
Caisse des Dépéts et Consignations. By this 
means the Bank of France hoped to channel 
medium-term lending into these institutions; 
it expected that, since they had substantial 
tesources, they would be able to nurse the 
paper in question and would not apply to the 
Bank of France for rediscount except in case 
of extreme need. The use of the Caisse des 
Dépéts in this way seemed particularly appro- 
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priate. It is a Governmental institution (6) 
which engages in many different types of busi- 
ness, and has substantial funds at its disposal 
since it manages the resources of the postal and 
other savings banks, which are required to 
entrust these to the Caisse for that purpose. 
It seemed natural enough that the money of 
savers should be utilized for re-starting the 
country’s industry. Unfortunately this attrac- 
tive plan did not work for long. A certain 
Finance Minister who needed money took the 
view that the first function of the Caisse des 
Dépéts was to provide the Treasury with 
funds; and he began to rediscount at the Bank 
of France the portfolio of bills representing 
the « mobilisation » of medium-term loans. 
His successors did this on an even larger scale, 
especially as the volume of medium-term lend- 
ing was steadily increasing from year to year. 

The requirement of a fourth signature had 
a second advantage. It meant that the appli- 
cations for loans had to be investigated by a 
number of institutions, so that the medium- 
term credit had to pass as it were through 
an additional sieve before it was granted. 
The system did in fact produce excellent re- 
sults; and congratulations are due to the insti- 
tutions concerned, especially the Crédit Na- 
tional, for the care and skill with which they 
carried out this tricky task. 


8. - Industrial Credit (« crédit professionnel »). 


The Caisse Nationale des Marchés de |’Etat, 
a Governmental institution established in 1936, 
is authorised by its statutes to grant credits 
against the guarantee of an institution which 
provides mutual security as between the firms 
in a given industry on a basis that has been 
passed as satisfactory. After the liberation of 
1944 this power was used for the provision of 
medium-term loans running for five years. 

The security is put by guarantee asso- 
ciations or by companies with « variable » 
capital, which retain between 5 and 8 per 


(6) It was set up by the Law of 28 Nivése, year XIII, 
and reorganised in 1818 and 1837. Its Director General can 


be dismissed only if the Supervisory Board requests this of 
the President of the Republic with a statement of reasons. 
















136 


cent of the amount of the loans granted to 
the industry in question. Out of the fund 
thus formed the Caisse Nationale can obtain 
payment if a borrower should default. 

The applications for such loans are review- 
ed by a board comprising representatives of 
the Caisse Nationale, and of the central asso- 
ciation of the industry, and a representative 
of the public authorities whose duty it is to 
reconcile the capital investment programme 
proposed by the industry with the directives 
given under the overall Plan. After this the 
applications are put before the Committee of 
the Caisse Nationale. If the latter decides to 
assist, it does so by giving an unconditional 
guarantee in a separate document, containing 
a table setting forth the schedule of repay- 
ments, which normally begin in the third 
year. Thus the bill will have three signatures, 
namely those of the customer, the bank and 
the Caisse. Applications for rediscount have 
to be addressed to the Crédit National; this 
latter rarely refuses them, and can in turn 
rediscount at the Bank of France if required, 
in the manner indicated in the previous sec- 
tion of this article. 


9. - Cooperative Credit.(« crédit populaire »). 


The Caisse Centrale de Crédit Hotelier, 
Commercial et Industriel acts as the central 
institution for medium-term cooperative credit. 
The signatures successively placed on the bill 
are those of the borrower, of the credit coope- 
rative (known as a « banque populaire »), and 
of the Caisse Centrale itself. The latter can 
then rediscount at the Crédit National, after 


Banca Nazionale del Lavoro 
















the latter has agreed. The bill, which thus 
has four signatures, can then be presented by 
the Crédit National to the Bank of France for 
rediscount. 








10. - Extension of Medium-term Lending to 
Other Business. 







After medium-term lending had been pro- 
ceeding for some yars on the lines described 
above, it was felt that such lending ought to 
be extended to cover business other than capi- 
tal investment in industry, and in particular 
to building and to foreign trade. 

This recasting of the arrangements govern- 
ing medium-term credit was the subject of a 
circular of the Bank of France dated oth 
May, 1951, and reading as follows: 

« The Bank will take for discount bill 
drawn in the manner laid down in its statutes 
for the purpose of mobilising credits which 
have been granted, with the previous agree- 
ment of the Bank, for a maximum period of 
five years, where such credits are designed to 
promote : 
















(a) the development of the means of 
production of an enterprise, including opere 
tions which give rise to collateral security of 
the kind envisaged by the Law of 18th Je 
nuary, 1951, and cover a period of more than 
18 months; 


(b) the financing of foreign trade tran 
sactions which are guaranteed by the Govern- 
ment in pursuance of the Law of 5th July, 
and which cover a period of more than two 
years; 
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31st December, 1951 696,603 63,883 
31st December, 1952 728,969 | 95,869 
31st March, 1953 . 693,680 80,130 
30th June, 1953 709,949 | 78,243 
30th September, 1953 686,974 77,084 
31st December, 1953 779,928 79249 
31st March, 1954 . 785,800 68,500 
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| 238,216 | 306,818 333,955 | 1,639,475 
392,823 402,386 432,842 | 2,052,889 
412,977 387,150 472,153 2,046,090 

| 472,676 352,021 482,289 2,095,178 
502,578 387,434 533185 | 2,187,255 
567,440 428,241 512,379 | 2,367,237 
598,600 423,200 575,800 24451,900 
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(c) building. 


The bills mentioned above must bear three 

atures other than that of the recipient of 
the credit. The Bank of France will discount 
them only for public credit institutions, for 
banks or for financial institutions which have 
a current discount account and which have 
been approved for that purpose by the Go- 
vernor. The Bank may permit renewal, with 
or without breaks in continuity, for periods of 
three months during the time covered by the 
credit to be mobilised ». 

Bills relating to building are mobilised on 
the basis of the signature of the beneficiary, 
that of the bank (usually the Sous-Comptoir 
des Entrepreneurs), and that of the Crédit 
Foncier de France. 

Similarly the mobilisation of foreign trade 


(7) Banks and financial institutions report to this depart- 
ment cach month the credits which they open, and those which 
are used, by filling up the following form. 
It will be seen that all banking credit transactions have a 

place in one of the six columns, namely: 

1. Discount of bills representing commercial claims. 

2. Discount of bills benefiting from an unconditional 
commitment of the Caisse des Marchés. 

3. Confirmed medium-term credits, mobilisable or not, 
and running for 3 to § years. 
4- Other mobilisable credits, whether guaranteed or not. 
5. Other non-mobilisabic credis, whether guaranteed or 


6. Endorsements and guarantees. 
The minimum amount of outstanding credits for which a 
report has to be rendered is (a) 10 million francs in Paris and 


BANK OF FRANCE 


CENTRALISATION DES RISQUES 


PRESENTING BAawNkK 


bills is effected on the signature or the bene- 
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ficiary, that of the presenting bank, a gua- 
rantee by the Banque du Commerce Extérieur, 
and the signature of the Crédit National. 


11. - Importance of Medium-term Lending in 
Relation to the Total of Bank Credit. 


The Bank of France department known 
as the Service Central des Risques (7) has pro- 
vided the table which we now print as 
Table 1, and which shows all the credit tran- 
sactions of banks. It will be observed that: 


1) Four-fifths of all the credits granted 
by French banks are mobilisable at the Bank 
of France. 


2) Discounts of commercial bills repre- 
sent only about a quarter of all the credits 
granted by the French banking system. 





5 million francs in the provinces for business under either of 
the first two heads; (b) 5 million francs in Paris and 2 million 
francs in the provinces for business coming under each of the 
four other heads. Credits granted have to be declared if, for 
all six heads and no matter what their amount under each 
individual head may be, they reach the minimum laid down 
for either of the first two heads. 

According to sample checks which have been carried out, 
85 per cent of all the credits granted are reported in this way. 
This proportion however varies according to both the nature 
of the credit transaction and the trade or industry of the 
beneficiary. The ratio is much higher for medium-term loans 
than for discounts of commercial bills or advances; and it is 
much higher in the large-scale industries than in those where 
small firms prevail, 
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3) Medium-term loans are equal to more 
than three-quarters of the discounts of com- 
mercial bills. 


4) Medium-term lending is growing fast- 
er than bill discounts. 


The graph I shows at a glance what is 
happening. 
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There are no figures showing the distribu- 
tion of the credits granted as between deposit 
banks, banques d'affaires and medium-term 
credit institutions. By means of extrapolation 
however one may conclude that the amount 
of credits granted by these last is not large. 
The combined balance sheets of the eight 
medium-term credit institutions as at 31st 
December, 1952, the last date for which there 
are figures, show total capital of 1,092 million 
francs, while the items bill portfolio, over- 
drafts and advances reach a total of 3,217 
million. The « bills discounted and circulat- 
ing with our endorsement » however stand at 
the high figure of 10,806 million francs, which 
proves that even these specialist institutions 
grant their loans by way of discounting mobi- 
lisable bills. But these institutions also engage 
in business other than medium-term lending, 
and it is not possible to be sure that the whole 
of the amounts just quoted relate to medium- 
term lending business. Even if they did, the 
total of 14 milliards would still be extremely 


small compared with the total volume of lend- 
ing in this category, amounting to 432 mil- 
liards. 

The figures given by the Centrale des 
Risques still need to be supplemented by those 
for the public or semi-public credit institu. 
tions, especially the Caisse Nationale de Crédit 
Agricole and the Crédit Foncier. When that 
is done, one has some idea of the total volume 
of lending for the financing of capital projects, 
It comprises : 


1) Medium-term credits granted out of 
bank resources, and nearly all carrying a pro- 
mise of rediscount by the public or semi-public 
institutions. 

2) Loans granted by the public or semi- 
public institutions out of their own resources, 
or out of funds which have been placed 2 
their disposal, in particular, by the Fonds de 
Modernisation et d’Equipement. Such loans 
run for more than five years. 


The total amount of loans granted to 
finance capital projects and outstanding on 
31st December, 1952 was 734 milliards. By 
31st December, 1953 it had risen to 977 mil 
liards. The increase of 243 milliards occurred 
to the extent of 73 milliards in loans for build 
ing; 65 milliards in the nationalised indus 
tries, comprising coal, power and _ transport; 
55 milliards in steelworking; and 34 milliards 
in agriculture. 


12. - Relative Importance of Bills Mobilising 
Medium-term Loans in the Portfolio of the 
Bank of France. 


We give below 139.a list of the various cate 
gories of medium-term credit in respect of 
which bills are rediscounted by the Bank o 
France, together with details of the signature 
which the mobilisation bills must bear. | 
will be remembered that the credits in question 
must run for between three and five years. 

Since 1950 the bill holding as shown it 
the weekly return of the Bank of France ha 
been grouped under four heads, namely bill 
on France, foreign bills, bills guaranteed bj 
the Office des Céréales, and bills mobilising 
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medium-term loans. For the purposes of this 
article we shall consider only those in the 


InpusTRIAL CREDIT 


Customer; Presenting Bank; Guaran- 
tee by the Caisse des Marchés; Cré- 
dit National. 


ForticN TRADE 


BANK OF FRANCE 
Customer; Presenting Bank; Guaran- 
tee by the Banque du Commerce 
Extérieur; Crédit National. Amount of bills for 


mobilising medium- 
Loans TO Finance CapitaL INVESTMENT 


Customer; Presenting Bank; Crédit 
National; Caisse des Dépéts et Con- 
signations. 


term lendings discount- 
ed by the Bank of 
France and out-stand- 


BUILDING ing on 31st May 1954 


Customer; Presenting Bank; Crédit 
Foncier de France; Caisse des Dé- 
pots et Consignations. 


372 MILLIARD 


FRANCS 


CooperaTivVE CREDIT 


Customer; The crédit cooperative; 
Caisse Nationale du Crédit Hételier 
Commercial et Industriel; Crédit 
National. 


first and last of these categories, which moved 
as follows: 


Bills 
on France 


Medium-term 
Bills 














(milliards of francs) 








zist December, 1950 . . . 221 | 98 

gist December 1951 ie 582 | 174 

zist December, 1952 . . . 624 313-4 | 
31st March, 1953 . 633-5 282.7 
joth June, 1953 652.3 308.9 

joth September, 1953 572-9 346.4 

31st December, 1953 557-3 351.6 

3ist March, 1954 . 622.9 341 

31st May, 1954 605.5 372 
From this table and from the graph II 


readers will see that, while discounts of bills 
on France (8) at the Bank of France have 


(8) It should be pointed out that the bills on France do 
not only include commercial bills. They also include some 
mobilisable credits (Centrale des Risques heading 2); some 
mobilisable credits (Centrale des Risques heading 3), mostly 
‘omprising seasonal credits or credits running for 18 months 
as two years; and finally some guaranteed bills, these being 
bills traders and industrialists deliver to the Treasury in pay- 
ment of certain taxes. When the Treasury needs funds, it 
discounts these bills at the Bank of France. At the moment 
the Treasury is very flush of funds; and these bills, amount- 


‘ng to more than 100 milliards, are not rediscounted but form 
a Teserve. 
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remained relatively stable since the end of 
1951, discounts of bills mobilising medium- 
term loans have steadly risen. The divergence 
between the two movements can be explained 
as follows. Since September, 1948 the total 
amount of the bills discounted for banks 
which may at any time be outstanding at the 
Bank of France has been subject to a « ceil- 
ing». This « ceiling » was last fixed in Sep- 
tember, 1950. There is no such quota for the 
bills which banks rediscount at the Crédit 
National to finance their medium-term loans; 
nor is there one for the Crédit National or 
the Caisse des Dépéts et Consignations when 
these in turn rediscount such bills at the Bank 
of France. In fact these two institutions are 
the only ones which are not subject to any 
discount limit. Accordingly, when the banks 
approach their discount limits they rediscount 
at the Crédit National, in spite of the fact that 
this costs them 0.85 per cent more than dis- 
counting at the Bank of France. It is thus 


Grapu II 
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evident that in a bank’s portfolio the com- 
mercial bills are an element of liquidity only 
in so far as the bank still has a rediscount 
margin at the Bank of France; whereas bills 
mobilising medium-term loans, provided that 
they are approved by the Crédit National, can 
be regarded as fully liquid (9). 


(9) The report of the Conseil National du Crédit gives the 
following information as to the banks’ liquid resources repre- 
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13 - Criticism of the System for Granting 
Medium-term Credit. 


This system has of course given rise to 
much criticism on the following lines: 


A) Unorthodoxy and Danger of Inflation. 


As we have already pointed out, the prac- 
tice of using the monetary circulation to pro- 
vide funds required for capital investment 
conflicts with traditional doctrine, and may 
give rise to inflation. Even before 1914 the 
Bank of France already saw this point clearly, 
and we have seen how it reacted. 

Nowadays the few economists who have 
dealt with this matter take the view that the 
inflationary effect was in fact nil, either be- 
cause the proportion of medium-term credit 
to the monetary circulation was small, being 
less than 15 per cent, or because the results 
produced by such credit largely outweighed 
any inflationary effect. The last report of the 
Plan Commissariat points out that, if there 
was any inflation, this could not have been 
due to the effect of medium-term credit, even 
if this had been large in amount. This is 
because money spent on capital investment 
does not represent a « drawing on the absolute 
value of the country’s consumption », but in 
fact makes an increase in output possible and 
ultimately helps to strengthen the currency. 
The report says in fact that it is the capital 
investment carried out since 1947 which made 


sented by this rediscount margin. It confirms what has been 


stated above. 





31 Dec.}31 Dec. 
1952 | 1953 








Available margins on discount ceilings at 
Bank of France: 


(in millards) 


Rediscount afte wtyrual *@fite 42 35 

Negetieble bills 2. 2. 5 we 8 23 
Treasury securities held in excess of pre- 

scribed minimum... : 37 66 


Bills in respect of medium-term lendings, 
rediscountable at Crédit National and 
at Caisse des Dépéts et Consignations 85 149 








273 


Total liguid resources... 172 
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possible the present stabilisation (10). On the 
other hand the present Prime Minister, M. 
Mendés-France, wrote in an article which 
appeared in « Le Monde » on 8th June, 1954 
that « although bank credit is often criticised 
in France on the ground that it cannot be 
reconciled with the proper working of a 
liberal economy, and although it can hardly 
be any more orthodox further to the east, it 
has nevertheless greatly helped towards restor- 
ing the German economy ». 

My own view is that, if these medium- 
term credits had not been granted in the 
form in which they were granted, there would 
have been no medium-term lending. I fur- 
ther believe that, but for such lending, French 
industry could not have recovered from the 
war-time destruction, and that the effect on 
the French franc would have been even grea- 
ter than that produced by the incidence of 
these credits on the note issue. 

Yet it is clear that it would be wrong to 
allow the amount of such lending to grow 
indefinitely; it must be subject to a limit, and 
further investments ought now to be financed 
through the capital market, which is recover- 
ing, and no longer through the money market. 
The report of the Crédit National for 1950 
already expressed this point of view as foll- 
ows: « Although what we have done has 
enabled industry to escape some of the conse- 
quences of the poverty in the capital market, 
and so to proceed with the modernising of 
its equipment, the position needs examination. 
Business cannot stand the burden of an exces 
sive volume of loans that have to be paid back 
within five years; and yet we cannot reason 
ably be expected to accord a longer term for 
such loans, seeing that they carry our commit 
ment to mobilise them ». The Conseil Eco 
nomique put the same point clearly at its 
meeting on 27th May, 1953, when it protested 
at the proposal of the Minister of Commerce 
to increase the period for such loans to ten 
years with a view to helping the manufactur 
ing industries. The Council’s protest bore 
fruit in the sense that, although it was evet- 
tually decided to provide a sum of ten mil- 


(10) This view is based on the theory of credit transactions 
and anticipated payment which I set forth in my book « Banque 
et problémes bancaires du temps présent », 1952. 
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liards for enterprises which are helping to 
implement the « Equipment Plan », this sum 
is not to be raised on the money market. It 
will be provided by the Crédit National out 
of the proceeds of a loan issued for the pur- 
pose in question. 

On the other hand we have the statement 
which was made by M. Edgar Faure on 2nd 
August, 1954 to the Finance Committee of 
the National Assembly. He said on this occa- 
sion that the Government, with a view to 
promoting economic expansion, intended to 
raise the period for medium-term loans from 
five to seven years, such loans being reserved 
for enterprises which the Government wished 
to encourage. 

The last report of the Société Générale 
has the following to say about medium-term 
lending : 

« Medium-term credit is also used, to an 
even greater degree, to finance the capital ex- 
penditure of French enterprises. It is on such 
investment that the renovation of our economy 
entirely depends. The need is considerable; 
and in France, which has been impoverished 
by the war and where savers have been 
through a severe ordeal, it could not be met 
by the traditional methods. That is why the 
practice of medium-term lending by deposit 
banks, with rediscount facilities as a safeguard 
against the danger of immobilisation, has been 
an essential new feature of banking methods 
during recent years. In 1953 the Société Gé- 
nérale further increased its business under this 
head. While the amount of the business done 
expanded, the terms were made easier. The 
borrowers who benefited from this included 
certain public undertakings which are carry- 
ing out programmes of modernisation and 
capital works, as well as many private enter- 
prises that wished to increase their equipment 
or to bring it up to date. Medium-term credit 
lacilities have also been used by the building 
industry, especially through the method of 
mobilising the securities of the Caisse Auto- 
tome de la Reconstruction ». 

The Crédit National for its part expresses 
‘me anxiety about the current volume of 
medium-term lending in its last report, issued 
tthe meeting on 29th June, 1954. It says 
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the following: « During the year under review 
we observed only a slight decline in the rate 
at which requests for our commitment to 
mobilise medium-term loans were reaching us. 
We did our best to meet these requests as 
fully as possible within the limits of the Bank 
of France’s recommendations. We did so in 
spite of the fact that on the whole, owing to 
the trend in economic activity, the business 
offered was certainly less attractive than be- 
fore ». 

To conclude this section it may be remark- 
ed that, if the French system for providing 
medium-term loans is properly applied, all 
danger of inflation is removed. Most of the 
bills for mobilising such loans go to the Caisse 
des Dépéts et Consignations, which collects 
the country’s savings. It is up to the Caisse 
to keep these bills in its own hands, instead 
of rediscounting them and using the proceeds 
to buy Government bonds or Treasury Bills. 
The Caisse is certainly no short of funds. 
During the last few years savings in France 
have grown continuously. In 1952 the addi- 
tion to deposits at the various savings institu- 
tions was 124 milliards; in 1953 it was 186 
milliards; and during the first five months of 
1954 it reached 74 milliards. 


B) Shortness of the Term. 


The period of five years was laid down 
for medium-term loans because, according to 
the experts, it represented the average period 
for writing off industrial equipment. This 
rule however often does not apply, since the 
writing off of some machinery is spread over 
more than five years. On the other hand, it 
was possible to write off cost of the machines 
only if the effect of buying them was sub- 
stantially to lower the cost of the product. 
This is because by the end of five years, or 
substantially less in practice if the manufac- 
turer has to start repayment of the loan from 
the third year on, he needs to have earned 
twice what he borrowed: half of the amount 
so earned has to be used to repay the loan, 
while the other half is needed to buy new 
machines. In some cases manufacturers have 
dealt with the difficulty by not replacing ma- 
chinery when it was worn out; and in others 
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they have included in their costs too large an 
allowance for depreciation, which has pre- 
vented the prices from falling. In the words 
of the report by the Conseil Economique 
which has already been quoted: « From the 
point of view of industry medium-term loans 
need to be longer so as to reduce the burden 
of depreciation allowances on costs ». 

All these criticisms are well founded. But 
the period for medium-term loans cannot be 
lengthened unless the money which goes into 
them comes from savings and not from the 
money market. 


C) Repayment Difficulties. 


During the early years after the present 
system for medium-term loans first came into 
operation (1947 and 1948), some competent 
observers were worried at the prospect that the 
borrowing enterprises might not be able to 
repay the loans when these fell due, and 
might have to consolidate them on the capital 
market. This has in fact happened in the 
case of the nationalised coal and electricity 
industries, which have placed issues of bonds 
in order to meet the maturing medium-term 
loans, while at the same time, borrowing fur- 
ther loans at medium term. The motor 
vehicle and sugar industries, on the other 
hand, were easily able to meet their debts at 
medium term when these fell due, owing to 
the large profits which they made during 
recent years. The same applies to the other 
industries concerned; and, on the whole, re- 
payment of the medium-term loans has, up 
till now, proceeded regularly. 


14. - The Yield of Medium-term Credit Ope- 


rations. 


When a banker wishes to estimate the 
yield of an operation he must consider, in 
addition to the current rates of interest and 
commission, three other factors: the risk of 
immobilisation, the risk of insolvency, the 
cost of handling. We will now review these 
three points. 

1) The risk of immobilisation does not 
exist in the case of medium-term credit opera- 
tions, as such credits can be discounted at the 
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semi-public credit institutions; such credits 
may indeed be considered as quite liquid, as 
in rediscounting them the banks, as already 
stated, are not required to observe the strict 
« plafonds » as they are when commercial 
paper has to be discounted at the Bank of 
France. 

2) The risk of insolvency no_ longer 
exists for banks in the case of industrial credit 
(crédits professionnels) enjoying the uncond- 
tional guaranty of the « Caisse Nationale des 
Marchés de |’Etat » or in the case of credits 
to foreign trade which have to be insured by 
the « Compagnie francaise d’assurance pour 
le commerce extérieur ». 

3) Medium term credits are important 
and their mobilisation does not entail many 
book entries, so the cost of handling is practi- 
cally nil. 

With these statements as a premise, we 
shall now try to satisfy the professional curio 
sity of our foreign colleagues, by giving a full 
account of the lowest terms quoted for such 
credits on August 31, 1954, and we would 
add that in all cases the taxes thereon are 
recovered by the banks from the clients (se 
Tables II, III], IV and V). These taxes may 
amount to 9.3494 of the amount of the total 
charges. We would add that the terms made 
by the « Crédit Populaire » are the same as 
those for investment credits. 

To sum up: 

In the case of investment credits the bank 
receives 6.60°/,; should the bank wish to redis 
count them, it will pay 4.60%, thus realising 
a profit of 2%. 

In the case of industrial credit, the bank 
receives, if it undertakes the risk, 6.50°/,, and 
if it undertakes no risk, 4.60°%/. It can rediv 
count both these kinds of credit at 4.60%. 
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In the case of foreign trade credits, th 
bank receives 4.35°/, and can rediscount them 
at 3.75°,. Therefore, if the bills are redis 
counted, the profit amounts 0.60°/,, but 10 
risk is incurred. 

Lastly, in the case of building credits the 
bank receives 6. 10%, and can rediscount them e 
at a rate of 4.60°%, with a profit of 1.50%: 

The yield obtained from these operatiot ff cy, 








will be better understood if it be borne 
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ts LOANS TO FINANCE CAPITAL EXPENDITURE Taste II 
aS — —_ ——————————————— — —— =_- ——_—_——— — —_—_— — — == | — — — 
ly Per cent 
ct | per annum 
al 
of ‘ones 

— Commitment commission | 1.50 
a — Discount rate, namely that of C. N. + 14%, i. ¢. at present. | 5-10 
It | 
di — Endorsement commission | 
- —_——_— 
des That is, at present | 6.60 
lits ——— 
by 
our of which the Crédit National receives 
| 
— Commitment commission 0.50 | 
fant 
any — Discount: B. R. + 0.85 %, i. e. at present | 4-10 | 
/ 
ac That is, at present | 4-60 | 
we 
urio- 
full INDUSTRIAL LOANS (Crédits Professionnels) Taste Ill 
such a en ; , = a 
l | 

{ } 
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| are Guarantees (a Guarantees (a) 
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may | 

" Per cent Per cent Per cent 
eo per annum per annum per annum 
mace 

ne as . 

— Commitment commission ‘ . ‘ ; : 0.125 0.25 
CNME | | 
/ — Utilisation commission . ; ‘ ‘ ‘ : 0.30 I 
bank 0.425 1.25 

a — Guarantee commission 0.2 % per month, i. e. 2.40 an 
sin . 

alising Presenting | — Cgynfirmation Commission ° , ‘ ; ' 0.25 0.25 

Bank 
bank — Discount rate B. R., i. ¢. at present 3-25 3-75 

/, and - Endorsement Commission 0 60 0.60 

1 redis 6.50 4.60 

»%. Miscella- | — Crédit National 0.25 0.25 | 

ts, the neous } — Mutual Guarantee Association 0.10 to 0.40 0.10 to 0.4¢ 

o 0.35 to 0.65 0.35 to 0.65 
realy Games Se 
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its, the (a) In the case of the conditional guarantee the guarantor is committed only in relation to the Bank of France, so that the 

‘ gu g ym . 
t them “ on the transaction is borne by the presenting bank. In the case of the unconditional guarantee on the other hand the risk is 
of me by the guarantor. 
1.59 /o 


Leations Mh cx Abbreviations used: B.R. Bank Rate, i.e. rate of discount of the Bank of France, at present 3.259%; C.N. Crédit National; 
ra :, “N.M.E. Caisse National des Marchés de l'Etat; B.F.C.E. Banque du Commerce Extérieur. 
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LOANS RELATING TO FOREIGN TRADE Taste IV 
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(a) In case of sale to private buyers the appropriate portion of the commitment and utilisation commissions corresponding 
to the risk is shared between the BFCE and the discounting bank in proportion to the risks assumed. 
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B) Buildings for use in Industry, Trade or Farming 
— The conditions are th: same as those applied to loans for financing capital expenditure, the rediscounting institution 
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mind that the lowest charges for discounting 
commercial paper are those of the Bank of 
France, 3-25°%,, plus an endorsement commis- 
sion of 6.60°% per annum; if the paper be 
rediscounted the profit thus stands at only 
0.60%, - 

Medium term credit operations are, there- 
fore, from all points of view, the most in- 


teresting of all those the banks handle (*). 


Conclusions. 


In the light of what has been written in 
this article readers will probably agree with 
the following conclusions. 


(*) Since this article was written, measures have been taken 
to reduce the rate of interest on medium-term investment 
credits, with a view to lowering costs in French industry. 

(1) The commission due to the banks has been lowered 
by 0.20°%. 

(2) The commission due to the rediscounting institutions, 
Crédit National and Crédit Foncier on the one hand and Caisse 
des Dépéts et Consignations on the other, has been lowered 
by 0.30%. 

The result is a reduction in the rate paid for medium-term 
credit from 6.60°% to 6.10%. 

The Government, for its part, has decided to authorise 
enterprises in receipt of medium-term loans to deduct from 
their fiscal burdens taxes paid on banking charges, and this 
will assure them a further rebate of 0.40%. 

The reduction in the rate of interest will thus amount 
to 0.90°/,- 

The Caisse des Marchés has also reduced by 0.35%, its 
charges for loans backed by an unconditional guarantee, and 
by 0.275% for loans backed by a conditional guarantee. 

These several measures were announced on 25th October 
1954 by the Minister of Finance who stated that « supplemen- 
lary measures will be taken shortly so as to reduce the interest 
rate on investment credits to the level at which it stands in 
countries comparable to ours ». 
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It is chance factors due to the war which 
have caused medium-term lending to develop 
as it has on abnormal and unorthodox lines. 
Now, however, the economic and financial 
situation is returning to something nearer the 
normal; savings are growing; and the capital 
market is regaining the importance which it 
ought to have. As these things happen, there- 
fore, it will be desirable by degrees to drop 
the present method of financing capital in- 
vestment in industry — a method which re- 
quires repayment within excessively short 
periods — and to replace it by public issues 
of shares and bonds. On the other hand, 
although the Bank of France has rediscounted 
a large amount of bills to finance medium- 
term lending, and this has caused a good 
deal of pressure on the currency, it does not 
seem to have been one of the decisive factors 
in inflation. In point of fact the people who 
devised the arrangements for medium-term 
lending in 1944 provided safeguards; and, but 
for the fact that those safeguards were deli- 
berately disregarded in order to help the Trea- 
sury when in need of funds, recourse to the 
Bank of France would have been much less 
than it was. It is to be hoped that in future 
years, owing to the growth of deposits in 
saving banks, the Caisse des Dépdts et Con- 
signations will no longer need to rediscount 
at the Bank of France at all. 


PreRRE CAUBOUE 





The Money Supply and the Balance of Payments in Ceylon 


The Currency Board System. 


Until the establishment of the Central 
Bank of Ceylon in July 1950, Ceylon’s mo- 
netary system was an exchange standard 
broadly similar to those in operation in most 
British Colonies and generally known as the 
« Currency Board System ». Colonial monetary 
standards (1) are usually linked to the pound 
sterling through the mechanism of a Cur- 
rency Board. Apart from a few minor local 
variations the system is a sterling exchange 
standard where the international value of the 
monetary unit varies with that of sterling, 
and the currency reserves of the country are 
held in the form of sterling assets. But un- 
like the monetary system of an independent 
country, the law requires that the colonial 
currencies should be backed 100 per cent by 
foreign assets. Domestic securities, that is 
those of the colonial government itself, are 
not eligible as cover for the note-issue (2). 
Parity with sterling is ensured by the Cur- 
rency Board’s statutory obligation to redeem 
and issue domestic currency against sterling 
at par. 

The functions of a Currency Board are 
much more limited than those of a Central 
Bank or other monetary authority. It is no 
more than a glorified money-changer. It has 
no control over the amount of currency it 
issues. All it has to do is to issue domestic 
currency against sterling (3) and issue sterl- 
ing drafts in exchange for domestic currency. 
Such transactions are generally conducted 
through the local banking system. Ceylon’s 


(1) Cf. Banking in the British Commonwealth, ed. Sayers, 
(Clarendon Press), Ch. 13 for an account of colonial standards. 

(2) The reason for this provision is that colonial securities 
might not be realisable in time of panic. The securities of the 
British Government, the Dominions, or of other colonial terri- 
tories were eligible. 

(3) Or other « superior » currency. 


currency mechanism was similar to the above 
except that the Ceylon rupee was directly 
linked not to sterling but to the Indian rupee, 
The « Board of Commissioners of Currency » 
was required to deal in Indian rupees and 
rupee drafts. But since the Indian rupee was 
linked to sterling, Ceylon was on a sterling 
exchange standard at one remove. The close. 
ness of the island to the Indian sub-continent, 
the historical connexions and the intimate 
trade and economic relations between them 
seemed to justify the direct link with the 
Indian currency. 

The raison d’étre of the colonial exchange 
standard is that it ensures exchange stability 
and provides for the automatic conversion of 
the money of the colony into a « superior 
currency » and vice-versa. As such it wa 
ideally suited to a period of colonial expan- 
sion and capital migration. There is no risk 
of a depreciation of capital or profits nor of 
an interference with prices and exchanges 
through a domestically engineered inflation. 
In many respects, therefore, it resembles the 
international gold standard with its rigid ex- 
changes and its automatic brake on inflation. 

The main purpose of this article is to con- 
sider the forces which influenced the money 
supply in Ceylon under the Currency Board 
System. It then goes on to consider the in- 
fluence of the new Central Bank of Ceylon 
on the money supply and the limitations of 
central banking policy in Ceylon. Much 
of what is said here would apply with but 
little modification to the currency arrange- 
ments of the British colonies, especially of 
those which, like Ceylon, specialise in the 
production for export of a narrow range of 
primary commodities. Ceylon is a typical 
example of such an «export economy ». 
Nearly 40 per cent of her national income 
is produced by the three export industries 
— Tea, Rubber and Coconut products. The 
majority of other trades and avenues of ett 
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ployment are indirectly sustained by export 
income. The chief characteristic of an export 
economy is that its national income and 
level of employment is determined by the 
prices for its exports (4). Booms and slumps 
originating in the more developed countries 
have a magnified effect on such an economy. 
A fall in export prices sets in motion a 
«chain-reaction» which affects all other prices 
and incomes. Similarly in times of rising ex- 
port prices, the domestic price-structure rises 
in sympathy. It is the export sector which 
sts the pace. Booms and depressions loom 
large in the country’s list of imports. In addi- 
tion, these economies rely largely on foreign 
sources for their requirements of food, cloth- 
ing and manufactured goods. Production for 
a domestic market is negligible. The pro- 
pensity to import is high and the cost of 
living is determined primarily by external 
influences. The adequacy of the currency me- 
chanism must be judged against this back- 
ground of the country’s economic structure. 

If the currency issue has to be backed 
entirely by foreign assets, the availability of 
such assets influences the amount of the cur- 
rency circulation. A gain or loss of foreign 
assets depends on whether there is a surplus 
or deficit in the balance of payments. From 
this it has been argued that under the Cur- 
rency Board System the currency circulation 
of the country fluctuates with its balance of 
payments — a surplus leading to an equiva- 
lent increase and a deficit leading to an equi- 
valent contraction. This argument has been 
very clearly stated in the report on a Central 
Bank for Ceylon, on which was based Cey- 
lon’s monetary legislation of 1949: 


«Under the Ceylon system», says the Report, 
«under which a 100 per cent reserve is required aga- 
inst the note-issue and the use of cheques is not 
higly developed, the money supply tends to be auto- 
matically responsive to surpluses and deficits in the 
balance of payments. Whenever Ceylon is acquiring 
foreign exchange faster than she is utilising it (i.e. 


(4) National Income = C + 1+ B +E—M, where C =con- 
sumption, I = investment, B = budget deficit, E = exports and 
M= imports. Of these, E is the only major independent varia- 
ble. I, C, M are in varying degrees functions of the level ot 
National Income. In the absence of a Central bank, B depends 
on the willingness of the commercial banks to take up govern- 
ment securities. This depends on the liquidity of the banks 
which varies as between boom and slump. 
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when there is a surplus in the balance of payments) 
the banks purchase Ceylon rupees from the Currency 
Board with their surplus exchange. The Currency 
Board pays the banks by drawing rupees from its 
unissued stocks and it holds the foreign exchange in 
Bombay or London... 

On the other hand, when the country is utilising 
foreign exchange faster than she is acquiring it, the 
banks meet the demand by purchasing it from the 
Currency Board with rupees. The Board retires the 
rupees from circulation and transfers the exchange to 
the bank by draft or telegraphic transfer » (5). 


Before examining this proposition it is 
necessary to make clear what meanings are 
attached to the terms « money supply » and 
« balance of payments ». The money supply 
of a country consists of (a) the amount of 
currency in circulation and (b) the demand 
deposits in the banking system. The currency 
circulation may be « gross » or «active ». The 
gross circulation comprises the entire note- 
obligations of the issuing authority, while the 
active circulation excludes from the above 
the cash-holdings of the government and of 
the banking system. The quotation refers to 
gross circulation. It ignores altogether the 
other component of the money supply (viz. 
bank deposits) on the ground that the issue 
of cheques is « not highly developed ». 

The term « balance of payments » includ- 
es both current and capital accounts. For our 
present purposes the balance of payments may 
be broken up as follows: 


A. Balance on current account. 


B. Balance on capital account, consist- 
ing of: 
(i) Autonomous capital movements; 


(ii) Changes in the external assets of 
the banking system; 


(iii) Changes in the currency reserves, 
i.e. the assets of the Currency Board (6). 


It is an elementary proposition in the 
theory of international economics that the 


(5) Ceylon Government Sessional Paper XIV of 1949, p. 4. 

(6) Items (ii) and (iii) would be « accommodating finance » 
in Prof, Meade’s terminology. Cf. Meape, The Theory of 
Economic Policy, Vol. 1, pp. 11-12. As will be seen the distinc- 
tion between autonomous capital movements and accommodat- 
ing finance is that the former is independent of the state of the 
balance of payments, while the latter is the result of action by 
the monetary authorities or the banks to offset a positive or 
negative balance. 
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balance of payments must necessarily balance. 
The passage (7) argues that changes in the 
gross circulation are strictly and exclusively 
determined by the balance of payments. In 
other words, it argues that surpluses and 
deficits in current account which are not 
offset by autonomous capital movements must 
wholly be offset by changes in the currency 
reserves (item B iii) which changes are accom- 
panied by an equivalent rise or fall in the 
gross currency circulation. This would be 
true only on the assumption that item B (ii) 
— the external assets of the banking system — 
remains constant so that a demand for foreign 
currencies in exchange for rupees is met by 
turning over rupees to the Currency Board, 
and any foreign exchange bought by the 
banks is paid for by obtaining rupees from 
the same source. 

Now in Ceylon, as in most colonial coun- 
tries, this assumption is particularly false (8). 
The local banking system consists of the 
branches of large overseas banks and one 
indigenous bank. They all transact foreign 
exchange business through London and hold 
a large proportion of their assets in the form 
of short-term investments in the London Mo- 
ney Market (9). It is not the policy of the 
banks to maintain their foreign assets constant 
or even to preserve a constant ratio between 
these assets and their total deposit liabilities. 
Perhaps the most striking characteristic of 
the meagre banking statistics available in Cey- 
lon is the volatility of the banks’ ratio of 
foreign assets to total deposits. Under the 
Currency Board System these assets can be 
switched to and from between Ceylon and 
London or Bombay. They are as good as 
cash because they can be converted into ru- 
pees at the Currency Board. The size and 
ratio of the external assets were in practice 


(7) Cf. also article by J. Mars on Monetary and Banking 
System of Nigeria, in « Mining, Finance and Commerce in 
Nigeria », Vol. II, ed. Perham (Faber & Faber), p. 86. « In 
fact, the increments and decrements of East African currency 
is the one item that brings about equality between all the 
positive and negative items in the balance of payments ». 

(8) Ceylon became a Dominion in 1947. Her financial insti- 
tution still resemble those of a colony except that there is now 
a Central Bank at the apex of the credit structure. 

(9) This follows from the country’s membership of the Sterl- 
ing Area. 


varied considerably whenever it was advan- 
tageous or necessary to do so. For the same 
reason the banks’ reserves of cash were vari- 
able between wide limits. Under a Currency 
Board System no distiction need be made 
between cash and external assets — the two 
are interchangeable. 

As can be seen from the Table No. I, both 
the external assets ratio and the cash ratio 
have been subject to wide fluctuations. Bet. 
ween 1943 and 1950 the external assets ratio 
was at its peak in December 1945 at 67 per 
cent and fell by stages to 13 per cent in Sep 
tember 1949 and has since been fluctuating 
between 15 and 30 per cent. Similarly the 
cash ratio was as low as 4.7 per cent in 
December 1943 while in December 1949 it 
was 36.5 per cent. 


Taste | 


External 


Date (a) Assets Ratio Cash Ratio 


1943 - 
1944 
1945 - 
1946 . 
1947 - 
- 1948 
Jne. 1948 . 
1945 . 
Dec. 1948 . 
- 1949 
Jne. 1949 
Sep. 1949 . 
Dec. 1949 . 
Mar. 1950 
Jne. 1950 . 


(a) End-month figures. 


A balance of payments deficit can thus be 
offset by a compensatory fall in the banks 
external assets. Similarly, a surplus can be 
absorbed into external assets without its lead- 
ing to a rise in the gross currency circulation. 
A change in the external assets of the bank- 
ing system can act as a buffer between fluc 
tuations in the balance of payments and the 
gross circulation. This « buffer action» tt 
quires not merely the variability of the & 
ternal assets but also the existence of surplus 











cash reserves in the banking system. The 
chain of events will be somewhat as follows: 


— surplus leads to rise in deposits, rise in 
external assets ratio and fall in the cash ratio. 

— deficit leads to fall in deposits, fall in 
the ratio of external assets and a rise in the 
cash ratio. 


Mechanistic accounts of this typically co- 
lonial type of monetary system tend to over- 
look altogether the existence of overseas assets 
which play the role of equilibrating capital 
movements. They also tend to forget that 
the local banks are but branches of huge over- 
sas banks with their Head Offices usually in 
London. Colonial banking has been domi- 
nated by them, and their branch offices are 
sattered over the British colonial territories. 
There is no reason to assume that the Head 
Offices operate their branches as independent 
units working to any rigid rules regarding 
cash or liquidity ratios. Their management is 
probably more akin to that of a branch bank 
operating in the same country as the Head 
Office. This is all the more likely because 
the colonial governments impose no rules 
regarding the distribution of the assets of the 
banks. The pound sterling is equivalent to 
the domestic currency of any colony, and as 
long as the banks held sterling assets they 
merely had to buy a particular domestic cur- 
rency whenever their holdings of that cur- 
rency were dangerously low. For the rest, 
it was immaterial in what country they held 
their assets; and in the absence of developed 
security markets and acceptable banking col- 
lateral in the colonies they fought shy of 
domestic loans and investments (10). 

A more accurate description of the process 
of currency issue taking into account the 
above consideration woud run as follows: 

«When the country has an adverse ba- 
lance of payments on current account which 
is not offset by a movement of capital on 
oficial or private account, the banks’ sales 


(10) Cf. Post-War Development Proposals (Government of 
Ceylon, 1946), p. 24: « Owing to lack of investment outlets, 
king business has been mainly confined to the collection of 
deposits and finding investment for the bulk of such deposits 
outside the island ». This situation has been altered with the 


floatation of loans by the Ceylon Government in the war and 
Post-war period. 
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of foreign exchange are greater than their 
purchases. Their deposit liabilities and foreign 
assets decline by the same amount and their 
cash ratios rise. This process goes on until 
the banks feel obliged to conserve their ex- 
ternal assets by meeting any further demands 
for foreign exchange by turning over rupees 
to the Currency Board. Then only does the 
gross circulation contract. The reverse pro- 
cess of a rise in foreign assets, an increase in 
deposits and a fall in the cash ratio takes 
place when there is a surplus in the balance 
of payments. The gross circulation expands 
only when a part of the surplus is monetized 
at the Currency Board ». 

It follows therefore that even in an eco- 
nomic system where « the use of cheques is 
not highly developed », an adequate account 
of changes in the monetary circulation must 
pay attention to the behaviour of the banking 
system. Their reaction to the excess demand 
or excess supply of foreign exchange deter- 
mines the immediate effect on the gross cir- 
culation. The criticism of the colonial ex- 
change standard is not that it is inflexible, 
but that it depends for its flexibility not on 
any official authority but on the actions of 
private profit-seeking institutions. The « in- 
dependence » of the circulation from the 
balance of payments depends on the degree 
of flexibility of the banks’ foreign assets and 
cash-holdings. The « independence », there- 
fore, is very limited. A prolonged surplus 
or deficit must sooner or later lead to a 
change in the gross circulation though not 
necessarily of the same magnitude. None- 
theless, it is clear that the connexion between 
day to day or short period changes (11) in 
the gross circulation and the state of the 
balance of payments is very remote. 

From the economic point of view, how- 
ever, what is important is not the gross cir- 
culation but the active circulation, for it is 
the latter which affects and is affected by 
the level of economic activity. The active cir- 
culation is the amount of currency in the 
hands of the public. A movement in the 
gross circulation of itself is of no consequence 


(11) As opposed to cyclical changes which are here consi- 
dered as long-period. 
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if the active circulation is unchanged (12). It 
merely means that the cash reserves of the 
banks are increasing. Likewise, stability of 
the gross circulation is of no significance if 
the active circulation is changing through a 
change in the cash holdings of the banks. 
The proposition that the currency circulation 
is automatically responsive to the state of the 
balance of payments is inaccurate and mis- 
leading. It is inaccurate because it does not 
allow for the behaviour of the banks. It is 
misleading because it tends to focus attention 
on what is undoubtedly a subsidiary factor 
in economic fluctuations. If, however, we 
define money supply in a broader sense to 
include both currency and bank deposits held 
by the public, the proposition seems to be 
more in accord with facts. Changes in the 
money supply may then be brought about by 


the following factors: 


(i) Changes in the external assets of 
the banking system; 

(ii) Changes in the external assets of 
the Currency Board; 

(iii) Domestic credit creation by the 
commercial banks; 

(iv) Changes in the government’s hold- 
ings of rupee cash; 

(v) Changes in the volume of fixed and 
savings deposits. 


When there is a Central Bank in the co- 
untry, (ii) will be replaced by (iia) — changes 
in the external assets of the Central Bank. 
There will in addition be a sixth item (vi) 
Changes in the domestic assets of the Central 
Bank. These might be called the determin- 
ants of the money supply. 

Now, changes in the external assets of the 
commercial banks or of the Central Bank are 
the result of a surplus or deficit in the bal- 
ance of payments and lead to an equivalent 
change in the money supply (13). For ex- 
ample, a surplus in the balance of payments 
means that the local banks are exchanging 
the surplus foreign earnings of the country 


(12) Changes in the gross circulation, of course, affect the 
liquidity of the commercial banks. 

(13) #.e. currency and bank deposits in active circulation. 
This is the counterpart of the increased national income brought 
about by the balance of payments surplus. 
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into domestic currency — either bank depos. 
its or cash. (In this case it is immaterial 
whether it is the commercial banks or the 
Currency Board which effects the conversion), 
The effect on the money supply is the same. 
The money supply will vary with the balance 
of payments provided there is no change in 
item (iii), that is, in the amount of credit 
created by the commercial banks. 

There is, of course, no reason to assume 
that the amount of bank credit will remain 
unchanged. On the other hand, the increased 
liquidity of the banks caused by their acquis 
tion of external assets during a boom (which 
assets can at all times be converted into rupees 
at the Currency Board) will be an induce. 
ment to the banks to expand credit both to 
the Government and to the private sector of 
the economy. The amount of the increase 
will depend on the demand for credit — on 
the availability of satisfactory investment out- 
lets in the private sector or the Government 
sector. Where, as in Ceylon, bank credit is 
mainly extended to the foreign trade and 
export sector, the main determining infu 
ence will be the value of exports and imports. 
If the government chooses to engage in exten- 
sive borrowing operations at such a time, the 
banks will readily invest in government secv- 
rities. 

Similarly, a balance of payments deficit 
leads to an equivalent reduction in bank 
deposits and foreign assets. The reduced 
liquidity of the banks might lead to further 
contraction of credit and a tightening of 
money. 

The normal behaviour of the banks wil 
tend to reinforce the expansionary or cot 
tractionary influence of the balance of pay 
ments. This would be true, not of short 
period changes in the balance of payments, 
but where a surplus or deficit is at all pro 
longed; that is, in Ceylon, during booms and 
slumps in raw material prices. The size and 
significance of this secondary expansion o 
contraction is, however, apt to be exaggerated. 
In so far as the main outlets for bank credit 
are in foreign trade and the export industries 
there will be an automatic change in th 
demand for credit. To the extent that other 
fields of activity dependent on bank credit 
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are geared to the export sector, they, too, 
will curtail their demand for bank loans. 
Banks will exercise an independent influence 
only in so far as they are tempted by their 
enhanced liquidity to lower their security 
canons and interest rates (during a boom), or 
to put up rates or refuse loan applications 
which would otherwise have been considered 
sound (during a slump). There will not be 
a strict correspondence between these changes, 
but merely movements in the same direction. 
This is no more than saying that in an export 
economy the money supply increases during a 
boom and decreases during a slump. 

The tendency for the money supply to 
vary in this manner is not peculiar to the 
Currency Board system. Under any form of 
monetary organisation the foreign balance 
will affect the money supply (the gold stand- 
ard is the extreme case). It is merely that 
in export economies the influence of the 
foreign balance swamps the other determi- 
nants of the money supply. The foreign ba- 
lance, as we have seen, not only leads directly 
to a change of bank deposits but also in- 
fluences the demand for credit (through na- 
tional income fluctuations), and the ability of 
the banks to create credit by affecting their 
liquidity. 

In passing, it might be noted that liqui- 
dity of banks and other financial institu- 
tions in export economies fluctuates « per- 
versely » during a cycle. In an advanced type 
of economy the progress of a boom is attend- 
ed by a general tightening of credit and a 
tendency for interest rates to rise while a 
lump is characterized by monetary ease and 
low interest rates. In an export economy, 
however, a boom brings with it an addition 
to monetary reserves which leads to low in- 
terest rates and monetary ease, w'tile a slump 
is accompanied by a loss of reserves and a 
‘tightness » of money. In an export eco- 
fomy, however, where the national income 
is itself determined primarily by the balance 
of payments such fluctuations are also the 
Most important determinants of the money 
supply. The argument of the remainder of 
this article is that both on the basis of theo- 


151 


retical reasoning and the experience of over 
three years of central banking in Ceylon, 
these fluctuations in the money supply are 
largely inevitable in an unregulated export 
economy such as Ceylon’s. 


II. 


Central Banking. 


The traditional role of the Central Bank 
in the face of monetary fluctuations brought 
about by the forces mentioned above is to 
vary its own holdings of non-cash domestic 
assets in an opposite direction (item vi above). 
This would usually be done by engaging in 
open market operations. It could also take 
steps to influence the amount of commercial 
bank credit (item v above) by changing its 
discount rate or the rate at which the banks 
lend (14). The limitations of these methods 
in backward economies with undeveloped 
money markets are now widely recognised 
(15). What is here argued is that compensa- 
tory action by the Central Bank, even if it 
were possible, can play only a limited role 
in an export economy because such monetary 
fluctuations usually represent an adjustment 
to basic economic forces. 

The claim is often made .that a Central 
Bank enables the pusuit of « an independent 
monetary policy». In an export economy, 
however, there are very strong limitations on 
such a policy. It has been argued that « the 
greatest significance of the central bank lies 
in the power of the bank consciously to in- 
fluence the supply, availability and cost of 
money in Ceylon » and that « the bank will 
be able to use its domestic credit operations 
to augment or offset the effects on the eco- 
nomy of its foreign exchange operations » (16). 

The Central Bank of Ceylon started opera- 
tions in August 1950. It should be useful 


(14) There is no necessary connexion between the Central 
Bank’s discount rate and the banks’ leading rates as there is in 
the London money market. 

(15) Cf. Prumprre: Central Banking in the British Domi- 
mions, passim; ed. Sayers: Banking in the British Common- 
wealth, Ch. 12; S. N. Sen.: Central Banking in Undeveloped 
Money Markets, passim. 

(16) Sessional Paper XIV of 1949 (Ceylon), pp. 4-5. 
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to examine briefly its working in the light 
of the above paragraphs. The monetary ex- 
perience of Ceylon since August 1950 can be 
divided into two distinct phases. Up to March 
1951, we had a period of inflation caused by 
the devaluations of the previous year and the 
outbreak of the Korean War. In fact, this 
phase began at the end of 1949 before the 
establishment of the Central Bank. From 
March 1951, we have experienced a slump in 
export prices. Incomes and money supply 
rose up to March 1951 and have since main- 
tained a downward trend. 

The Table No. II gives the changes in 
the total money supply in both these phases 
and the causes of the change in terms of the 
determinants of the money supply listed ear- 
lier. For convenience the data for the second 
phase have been presented in three columns 
— one for March 1951 to the end of the year 
and one column each for the years 1952 and 
1953- 

Tasce Il 
CAUSES OF CHANGES IN MONEY SUPPLY (*) 
(millions of rupees) 
| 30.9.50 | 31.3.51 | 31.12.51 | 31.12.52 


| 31.3.51 | 31.12.51 31.12.52 | 31.12.53 
| 


Money supply. 4222.4 -— 21.4 -112.0 — 67.4 
(i) External assets of com- 
mercial banks and Cen- 


tral Bank.. 4283.4 — 81.7 -375.1) -132.6 
(ti) Domestic assets of the 
Central Bank, . . «. [4 6.1 1,0 142.4,7 58.3 


(iii) Commercial bank cre- 


dit to governmen + 25.8 - 46.74 67.3 - 18.8 


(iv) Commercial bank cre- | 
dit to private sector. . | - 
(v) Fixed and Savings De- 


i ae 


3-14 73-5) — 32-2\4 18.0 


|— 17-7 -— 11.2)- 12.1/- 5.5 


(vi) Government rupee cash |- 62.0 4+ 37-7,+ 9257 7-1 


(*) Sources: Annual Reports and Monthly Bulletins of the 
Central Bank of Ceylon. 


In both phases, the chief cause of varia- 
tions in the money supply is to be found in 
changes in the external assets of the banking 
In the 
first period the money supply increased by 
Rs. 222.4 million. This was Rs. 61 million 
less than the addition to external assets. Other 


system and of the Central Bank. 
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factors making for an increase were an ex- 
pansion in the domestic assets of the Central 
Bank by Rs. 6.1 million and an extension of 
commercial bank credit to government amo- 
unting to Rs. 25.8 million. The disinflatio- 
nary forces were an increase of Rs. 62 million 
in the government’s cash holdings and a 
contraction of commercial bank credit to the 
private sector of Rs. 3.1 million. 

Although the money supply increased by 
almost as much as the balance of payments 
surplus, the Central Bank did not consider it 
necessary to take measures to offset the in- 
crease (17). In contrast to the previous year 
when there was an increase in commercial 
bank credit to the private sector, there was 
a slight contraction in our first phase. The 
attitude of the Central Bank towards the in- 
crease in the money suply was that such an 
increase was necessary to finance the larger 
volume and value of foreign and _ internal 
trade. 

The Bank’s Annual Report for 1950 re 
ferring to the expansion in bank credit the 
previous year states that « its investigations 
have disclosed that the bulk of this credit has 
been essential to finance the growing volume 
of Ceylon’s trade in recent months ». Then 
again, « as the value of exports rises due to 
a rise in their prices and an increase in their 
volume it is to be expected that there will 
be an extension of credit to finance them. 
This type of credit expansion is one of the 
least harmful to an economy, because it is 
short-term credit to enable the commercial 
movement of goods. If the value of export 
contracts, credit will also contract. Thus the 
new money will disappear if and when the 
time comes, just as naturally as it first ap 
peared » (18). 

The statement above recognises an impor 
tant fact about an export economy. It reco 


(17) On the other hand, the Bank actually increased its 
domestic assets by Rs. 6.1 million thus adding to the mone 
supply. 

(18) This statement is reminiscent of the views of the 
Banking School and of the more recent theories of « producuve 
credit ». In an export economy they seem to have greattt 
validity in that export and import prices are determined outside 
the system and the demand for credit adjusts itself accordingly 
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gnises that the bulk of the credit extended by 
the banks is to the export sector and as such 
its volume fluctuates with changes in the 
quantity and price of exports. The same 
argument applies to an extension of credit to 
finance an increase in the value of imports. 

One would go further and state that during 
a boom a larger monetary circulation is ne- 
cessary not only to finance the growing value 
and volume of foreign trade but also to 
finance the increased turnover of domestic 
goods and services (19). It is clear that dur- 
ing a boom the money supply must of ne- 
cessity increase. The problem which con- 
fronts the Central Bank is how far it ought 
to take offsetting action and how far it is 
justified in tightening credit by raising inte- 
rest rates and engaging in open market opera- 
tions. If it is granted that an increase in the 
quantity of money is necessary in order to 
support the higher price and income structure 
during a boom, it will be realised that off- 
setting action will be confined within very 
narrow limits. 

The second problem is much less easy 
to resolve. A balance of payments surplus 
leads to a rise in the liquidity of the bank- 
ing system through an increase in cash and 
external assets. Thus, there is considerable 
scope for a secondary expansion of credit. 
In discussing the necessity for restrictive cen- 
tral bank action one has to bear in mind the 
almost exclusive connexion of the banking 
system with the foreign trade sector of the 
economy. Banks in Ceylon were first esta- 
blished to meet the requirements of a « plant- 
ation » economy (exporting raw materials and 
importing manufactured goods) and they still, 
by and large, confine themselves to their ori- 
ginal functions. Whatever credit outlets that 
exist in the domestic sector of the economy 
tend to be affected by the prosperity of the 
export industries owing to the dependence of 
the entire national income on the size of the 


(19) An increase in income will be divided between savings 
and expenditure on imports and on domestic goods and services. 
Only the last will influence employment and prices at home. To 
the extent that domestic production is inelastic, there will be a 
ise in the « domestic » price-level. This too requires an increas- 
ed monetary circulation. 
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export income. All except one of the major 
banks in Ceylon are « Exchange Banks » and 
are interested in loans to the domestic sector 
only if they are likely to lead to a sale or 
purchase of foreign exchange at some later 
date. Following the traditions of British 
banking, they insist on a type of security 
against loans that is difficult to come by. 
Only a small fringe of business is at all 
developed along the lines of Western capita- 
list enterprise. The bulk of whatever produc- 
tion there is outside the export sector is still 
organised along primitive lines. There is only 
a very small « private enterprise » sector cater- 
ing for a purely domestic market. As a 


result, banks during a boom find that they 
have few reliable ctedit outlets to absorb their 
surplus liquidity. 

This view is supported by a passage in the 
Central Bank’s Annual Report for 1951 (20), 
which, referring to the entire inflationary 


period, says: 


« At no time during the year did the banks hold 
less than Rs. 53 million in excess reserves and at one 
time they held Rs. 92.8 million. Moreover. the 
figures understate the total liquid reserves of the 
commercial banks since some of them, as just indi- 
cated, held large balances overseas that could be 
brought to Ceylon in case of need. In most other 
countries Central Banks have had to restrain credit 
expansion to the private sector in order to check in- 
flation. In Ceylon the Central Bank did not need to. 

In one way the reluctance of the banking system 
to lend has been an advantage; it has made Central 
Bank policy easier during a period when inflationary 
pressures were strong. But from a long-run point of 
view, it is a discouraging commentary on Ceylon 
banking as well as on Ceylon enterprise, that in a 
year when the country was unusually prosperous, 
when banks’ resources were large and when the 
Central Bank was imposing no really important curb 
on the creation of private credit, the increase in such 
credit was so small. From December 1950 to De- 
cember 1951, bank extension of private credit in one 
form or another increased by only Rs. 76 million. 
Much of this increase can be accounted for by the 
necessity for financing imports and exports at higher 
prices. A major task of the Central Bank in the 
years to come will be to stimulate the commercial 
banks to extend a larger volume of credit to the pri- 
vate sector of the Ceylon economy ». 


(20) Paragraphs 38 and 39. 
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It is not often that one finds a Central 
Bank complaining that banks have not ex- 
tended enough credit during a boom. This 
seeming paradox can only be explained by 
the underdeveloped nature of the Ceylon 
economy and its reliance on a banking system 
which is totally unsuited to the structural 
environment. From a short-term point of 
view, the Central Bank’s objective would be 
to tighten credit during a boom in order to 
check, in so far as it is possible, the upsurge 
of the price-level. But from a long-run point 
of view, an underveloped economy, if it is 
at all capable of unaided development, should 
find a boom period particularly favourable to 
economic expansion. And such an expansion 
should undoubtedly receive the blessings of 
the Central Bank. This is a dilemma of 


credit policy in a backward export economy 
which seems incapable of solution along tra- 
ditional lines. 

In a backward economy such as that of 
Ceylon where there is a hard core of under- 
employment and unemployment in the rural 
sector, a mechanical anti-inflationary policy 


during a boom is definitely ill-advised. It is 
only during a boom that this sector expe- 
riences even a slight increase in employment 
and activity in the form of increased produc- 
tion and trade. There appears a tendency for 
the pressure of the population on the land 
to be eased and there is a drift towards other 
occupations primarily in the urban areas. At 
the same time the increased profitability of 
production attracts those who are kept away 
at normal times owing to the high risks of 
business inherent in an under-developed co- 
untry. In the circumstances, making credit 
prohibitively expensive may not amount to 
killing the boom, but it does prevent the 
domestic sector of the economy from sharing, 
however indirectly, in the fruits of the ex- 
port boom. 

Faced with this dilemma, the Central 
Bank is liable to find the scope and efficacy 
of quantitative controls extremely limited. On 
the other hand, it must lean heavily on qua- 
litative or direct controls of which there are 
several in its armoury. Not all of them are 
likely to be equally effective. 


During the inflationary phase the Central 
Bank took two major steps to curb the ex- 
pansion of the money supply. In December 
1950, it raised the reserve requirements against 
demand deposits from 10 per cent to 14 per 
cent. In spite of this move, the banks at no 
time had less than Rs. 53 million in excess 
reserves. This attempt at quantitative control, 
therefore, could not have bothered the banks 
overmuch. 

The other move was an example of 
« moral suasion ». The Bank « informed the 
commercial banks that it did not wish to 
encourage them at this time to bring their 
balances to Ceylon from overseas. Repatria- 
tion of such balances would only serve to in- 
crease the commercial banks’ excess reserves 
and tempt them to engage in non-essential 
lending, thus further increasing the money 
supply » (21). As long as the bank’s overseas 
assets were convertible into domestic currency 
at the Central Bank, it is doubtful whether 
this measure could really have been a deter- 
rent to credit expansion had there been suff- 
ciently attractive outlets for bank loans. Mo- 
reover, the fact that the Banks had consider- 
able excess reserves of cash indicates that the 
level of liquid assets was not an important 
influence on the amount of their lending. 

On the other hand, the request that the 
banks should not create « non-essential, parti- 
cularly speculative credit » is likely to have had 
some effect. Measures to control the direction 
of credit rather than its quantity are likely to 
be much more fruitful in Ceylon’s economic 
climate. The power to fix «ceilings» on 
particular types of loans was not used in this 
period although it is undoubtedly one of the 
most powerful weapons at the Bank’s dis 
posal. It is likely that this method of credit 
control will be in increasing evidence in the 
future. 

The net effect of the boom was that the 
money supply increased almost as much as 
the balance-of-payments surplus. There was 
a rise in prices both of imports and of do 
mestic or home-trade goods. One cannot but 


(21) Annual Report of the Central Bank for 1950, para. 17: 
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conclude that on the first occasion that it 
was tested the Central Bank was able to 
make very little impression on the monetary 
and financial situation. Considering the con- 
text in which it had to operate and the 
conventional nature of its weapons and objec- 
tives it is doubtful whether it could have 
done a great deal more. Unfortunately, its 
record of achievement in the ensuing period 
is nO more encouraging. 

Although the post-Korean boom had reach- 
ed a peak by the first quarter of 1951, the 
year as a whole ended with a surplus in the 
balance of payments; the large credits in the 
first quarter and the very much smaller one 
in the fourth quarter offsetting the deficits 
during the second and third quarters. Bet- 
ween March 1951 and December. 1951, the 
money supply declined by Rs. 21.4 million 
while external assets fell by 81.7 million. The 
important offsetting factors were an expan- 
sion of bank credit to the private sector of 
Rs. 73.5 million and a decline in government 
rupee cash by Rs. 37.7 million. The domestic 
assets of the Central Bank, in contrast, in- 
creased by a mere Rs. 1 million. 

By the end of the year deflationary forces 
were well under way. The Central Bank 
reacted by lifting its « moral embargo» on 
the repatriation of the banks’ overseas assets 
and in fact actively encouraged such repa- 
triation (22). Since mid-1951 there has been 
a heavy fall in export prices and a worsen- 
ing of the terms of trade accompanied by 
a loss of external assets and a fall in the 
money supply. The money supply during 
1952 declined by Rs. 112 million but ex- 
ternal assets fell by Rs. 375.1 million. The 
chief factor countering the deflationary effect 
of the balance of payments was government 
finance. There was a considerable short-fall 
of revenue over expenditure. Government bor- 
rowed from the Central Bank to the tune of 
Rs. 142.4 million and as much as Rs. 67.3 
million from the commercial banks. It deplet- 
ed its holdings of rupee cash by Rs. 92.5 mil- 
lion. On the other hand, bank credit to the 


(22) Cf. Annual Report of the Central Bank, 1951, para. 37. 
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private sector declined by Rs. 32.2 million in 
sympathy with the fall in export prices and 
national income. The failure of the Central 
Bank to prevent a decline in the volume of 
bank credit, let alone stimulate an increase of 
borrowing, although the banks at all times 
had excess reserves, serves again to underline 
the high degree of correlation between bank 
advances and variations of export incomes. 

Owing to the budget deficit of the govern- 
ment, the Bank itself did not need to engage 
in open market operations on any appreciable 
scale. The role of the Central Bank was to 
serve as an engine of the government’s policy 
of deficit-spending. In other words, in the 
absence of a Central Bank the government 
would have had to rely solely on the com- 
mercial banks for raising loans. The Bank 
made the task easier by itself making short- 
term loans to the government and by buying 
government securities which eventually added 
to the reserves of the commercial banks and 
enabled them to subscribe to the new loans 
that the government was floating. 

The same monetary trend continued 
throughout 1953. External assets declined by 
Rs. 132.6 million and the money supply by 
Rs. 67.4 million. The main factor serving to 
counteract the deflationary effect of the fall 
in foreign assets was again the increase in 
the domestic assets of the Central Bank 
amounting to Rs. 58.3 million. These con- 
sisted largely of short-term advances to the 
Treasury. 

The contribution of the Central Bank to- 
wards monetary stability during the period 
was certainly negligible. Its chief function 
was to enable the government to run a deficit. 
During the two financial years 1952-1953 
Government ran a deficit of Rs. 483,5 mil- 
lion. Towards this the Central Bank con- 
tributed over one-half — Rs. 255.5 million by 
increasing its holdings of domestic assets (pro- 
visional advances to government and govern- 
ment securities). The rest was subscribed by 
the commercial banks and by non-bank 
(mostly institutional) investors. It is signifi- 
cant, that during this same period the Cen- 
tral Bank’s holdings of government securities 
increased more than did the entire non-cash 
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assets of the commercial banks (23). Table III 
shows how the deficit was financed. 


Tasce III 


Deficit financing million 


Central Bank 255-2 
Commercial Banks . . . . . . 34-6 
Non-bank investors . . . . . . 93.8 


Drawing down of cash balances . 


483.5 


The experience of this period illustrates 
the difficulties of running a budget deficit 
during a slump in a backward economy. A 
compensatory monetary of fiscal policy comes 
up against severe balance-of-payments diff- 
culties (24). Owing to the high marginal 
propensity to import, a large fraction of an 
increase in income is spent abroad and con- 
tributes to the already existing drain on fore- 
ign reserves. The scope for deficit-spending 
is thus limited by the size of the foreign 
reserves and the minimum to which they can 
be allowed to all. 

Having been an accessory of government 
financial policy, the Bank remarks in its 
Annual Report for 1952 that the uninter- 
rupted and heavy drain on the country’s ex- 
ternal assets was due to this very policy. 
Government policy, it argues, helped main- 
tain consumption and imports during a slump 
and thus prevented the automatic corrective 
of income-deflation from operating (25). Now 


(23) The figures are: 

— Central Bank’s holdings of government securities: 
+Rs. 142.5 million. 
— Commercial banks’ non-cash assets; + Rs. 58.8 million. 

(24) Between January 1952 and January 1954 the country’s 
external assets have fallen at a monthly rate of about Rs. 30 
million. 

The budget deficits incurred during the years 1949-54 were 
not strictly anti-cyclical or compensatory spending. They were 
part of a programme of long-run development — the Six Year 
Plan. The bulk of this expenditure fell during a period of 
falling export prices and balance of payments deficits and thus 
amounted in fact to compensatory spending in the Keynesian 
sense. The budget speeches of the Hon, the Finance Minister 
have not always showed an awareness of the differences in the 
problems which arise in the two types of deficit-financing. 


this automatic corrective was part of the me 
chanism of the Currency Board System where 
money could not be created against domestic 
assets. What the Bank is complaining of js 
that monetary events did not conform to the 
pattern that would have obtained had there 
been no Central Bank. This is a frank ad 
mission of the weakness of orthodox central 
banking in a backward export economy. It 
is just as well that this admission comes s 
early in the Bank’s life. 

No doubt the Central Bank can within 
limits prevent an excessive contraction or ex- 
pansion of credit. It can prevent a « non- 
essential or speculative expansion of credit» 
and the financing of mushroom ventures. It 
can contribute towards healthy banking prac 
tices by bank supervision. It can advise the 
government on financial and economic mat- 
ters. In all these fields it can achieve a 
lot (26). But in the major tasks of central 
banking — the stabilisation of incomes, prices 
and the money supply — it fares very badly. 
This is the lesson of recent experience. 

What then is the future of central bank- 
ing in. Ceylon to be? The above reflections 
suggest that if the Bank follows orthodox me. 
thods and conventional policies it can be little 
more than a spectator watching the economy 
tossed backwards and forwards between boom 
and slump by the current of world events. The 
root cause of this situation is the undeveloped 
nature of the economy itself — the abject 
dependence of its National Income on flu- 
tuations in export prices. Measures have to 
be taken, to stabilise export prices so far a 
it is possible (27). The economy must be 
developed and diversified. Central banking 
must be imtegrated with policies of long-run 
development. Orthodox central banking of 
the British model or even the more elaboratt 


(25) Cf. Central Bank’s Report for 1952, para. 23. A fal 
in the foreign balance leads to a multiple fall in incomes, which 
leads to a fall in imports (depending on the marginal propensity 
to import). This constitutes an automatic adjustment of the 
balance of payments. To the extent that incomes and expen 
diture are maintained through credit creation imports are main 
tained while export values are falling. This causes the drain 
on external assets to increase cumulatively. 

(26) Prof, R. S. Savers in his Modern Banking (31d edn.), 
Ch. 12 stresses these « ancillary functions » 

(27) A recent attempt to achieve greater stability in the 
price of rubber is the long-term pact with China. 





ea 
Atral 
rices 


adly. 


ank- 
tions 
- me- 
little 
10m 
boom 
. The 
loped 
abject 
fluc- 
ve to 
far as 
ist be 
nking 
1g-Tun 
ng of 


borate 


_ A fal 
5, which 
ropensit 
t of the 
1 expen: 
re main 
he drain 


d edn. : 


in the 


The Money Supply and the Balance of Payments in Ceylon 


American-inspired models can do very little in 
the context of a backward export economy. 
It is beyond the scope of this article to discuss 
the methods by which the development that 
is so urgently needed might be secured. But 
it is clear that an overall Investment Pro- 
gramme must be undertaken. It must be a 
Plan which will draw into employment the 
surplus population in the rural areas and 
widen the ambit of modern credit institu- 
tions. National credit policy must be subor- 
dinated to that Plan. This implies a rigid 
and direct control of expenditure, bank loans 
and foreign payments and perhaps, price- 
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contrel and rationing. The older methods of 
central banking might have their use bur 
newer and more appropriate instruments must 
be forged. All this implies a radical change 
of outlook on the part of the Central Bank. 
It is only with the help of such policies that 
the economy can be jolted out of its lethargy. 
Then only can central banking be really effec- 
tive. Until then the balance of payments 
must continue to dominate not only the mo- 


ney supply but also the entire National In- 
come of the country. 


H. A. de S. GunasEKERA 











| - Bodies in Charge of Exchange Control. 


1. — In Italy the most important organisations 
responsible for planning and administering exchange 
control are: the « Ministero per il Commercio con 
l’Estero » (Ministry for Foreign Trade), and _par- 
ticularly one department thereof, the « Direzione 
Generale delle Valute » (General Direction of Fore- 
ign Exchange); the « Istituto Nazionale per il Com- 
mercio Estero » (National Institute for Foreign Tra- 
de), directly subordinate to the Ministry for Foreign 
Trade; the Treasury; the Ministry of Finance; the 
Ufficio Italiano dei Cambi (Italian Foreign Exchange 
Office); the Bank of Italy; and the so called « ban- 
che agenti » (agent banks). Let us glance at each of 
these organisations in turn. 


A. - The « Ministry for Foreign Trade» is the 
central organisation performing all functions connect- 
ed with the control of foreign exchange and foreign 
trade, whether with reference to individuals and 
firms or to public agencies or government depart- 
ments, except where those functions fall within the 
field covered by the Ministry for Foreign Affairs. In 
particular it is responsible for: 


— the coordination and fulfilment of import 
and export programmes and the control of the result- 
ing payments; 

— the negotiation of treaties and international 
agreements concerning the exchange of goods and 
services, and the payments entailed; 

— the supervision and approval of finance ope- 
rations relating to the exchange of goods with foreign 
countries; 

— the control of foreign exchange movements 
relating to imports_and exports; ; 

— the stipulation and implementation of any 
other form of agreement regarding Italy’s supplies; 

— the solution of problems connected with en- 
trepét anc transit trade and any other form of mer- 
chanting trade. 


The « Direzione Generale delle Valute » of this 
Ministry is specifically in charge of the formulation 
of exchange control regulations pertaining to eco- 
nomic relations with foreign countries. In coopera- 
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tion with the appropriate departments of the Tre. 
asury, and with the assistance of the Foreign Exchange 
Office, it looks after the movement of foreign ex. 
change balances and the trend of the balance of pay- 
ments with the various countries, promoting the 
necessary adjustments in the exchange of goods and 
regulating the various financial transactions. It also 
takes a prominent part in the negotiation of pay. 
ment agreements, and issues directives for their im- 
plementation. 











B. - The « Istituto Nazionale per il Commercio 
Estero» (1.C.E.) is directly subordinate to the Mi 
nistry of Foreign Trade (1). It is a public agency 
mainly concerned with the encouragement and de- 
velopment of trade between Italy and other coun 
tries, and more especially of Italian exports. It the 
refore systematically studies problems relating to ex 
ports, imports and the transit of foreign goods through 
Italy. In co-operation with the agencies concerned, 
I.C.E. works for the promotion of Italian sales on 
foreign markets, regulates Italian participations a 
foreign shows and fairs, encourages and assists any 































initiative aimed at improving the organisation of the ' 
import trade, including credits, services and freights. , 
L.C.E. is also in charge of the coordination of P 
exchanges under the so-called global barter agree ff 
ments concluded with some countries, and to this th 
end collects the operators’ applications and arranges § 
the issue of licences. I.C.E. (or its subsidiary offices) J 
validates the currency forms and the invoices relating br 
to the export of agricultural products or of goods a 
subject to minimum price controls. | 
C. - The Treasury. Besides continually coopera | 
ing with the Ministry of Foreign Trade to ensurt tale 
vigilance over foreign exchange reserves, the Treasury , 2 
is responsible for all matters relating to Italian seu § ;.,. 
rities issued abroad, to foreign investments in Italy, BF whic 
to Government purchases and to allotments of foreign ff oe 
exchange for the requirements of Government de- = 
partments (2). i 
. ( 

(1) Art. 5 of Decree Law 16th January 1946, No. 12. wwjer 

(2) The Treasury is also in charge of the services of the nent 

« Contenzioso Valutario » (Legal Office for Foreign Exchange laly, 
Controversies) and the Advisory Committee for Currency Offs: © @ 
ces (Royal Decree Law 12th January 1938, uansformed into UF By, | 









Act of gth January 1939, No. 380). 
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D. - The Ministry of Finance's activities in the 
field of exchanges with foreign countries are con- 
ducted chiefly through its « Direzione Generale delle 
Dogane e Imposte Indirette » (General Direction of 
Customs and Indirect Taxation) and relate to res- 
trictions, tariffs and customs’ duties. 

The Ministry of Finance releases licences in res- 
pect of import applications approved by the Ministry 
of Foreign Trade. Exceptions to this rule are imports 
to be paid for in « free currency » (U.S.A. dollars, 
Canadian dollars, free Swiss francs) and Sterling, 
where licences are released through the Italian Fore- 
ign Exchange Office (3). This procedure relates, of 
course, to goods still subject to ministerial import 
licence. As is known, in recent years, with the de- 
velopment of liberalisation, the goods that may be 
imported without ministerial authority have increased 
in number and importance. Hence the distinction 
between « licence imporis » (i.e. those requiring au- 
thority from the Ministry) and « customs imports » 
(ie. those requiring none). : 


E. - The Ufficio Italiano dei Cambi (U.1.C.), or 
ltalian Foreign Exchange Office, is the central or- 
ganisation administering the Italian exchange con- 
rol (4). For this purpose U.I.C. enlists the services 
of the Bank of Italy, of a wide network of commer- 
tial banks classified as «agent banks» (banche 
agenti), « associate banks » (banche aggregate), « mi- 
nor banks » (banche minori) and « delegated banks » 
(canche delegate), and finally those of exchange de- 
irs and of the collecting centres of tourist and hotel 
organisations. 

All dealings in foreign currency and in any other 
means that may be used to make payments abroad, 
ae reserved to U.I.C. Furthermore this Office has 
the sole right to deal in gold outside Italy, and may 
suggest to the Treasury measures concerning the 
ternal gold market. It also acts as central cashier 
for payments and receipts relating to clearing agree- 
ments concluded with foreign countries. All opera- 


] (3) In other words the situation may be summarised as 
tillows: authority to import goods is issued by the Ministry 
f Foreign Trade, on application of the importer and after a 
merceological and foreign exchange investigation, within the 
imits of the trade treaties in force. This authority, a copy of 
which is sent to the applicant for information, may follow 
me of two channels: it is sent to U.I.C. if it relates to 
mports free currency, or to the Ministry of Finance if it 
volves imports free of payment or imports from countries 
with which there is a clearing agreement. 

@) U.LC. is an autonomous incorporated public agency 
Wwject to the vigilance of the Treasury. It has an endow- 
mnt fund of Lit. 100 million, conferred by the Bank of 
“aly, and is managed by a Board presided over by the Gover- 
wr of the Bank of Italy and consisting of several members, 
Wo of whom represent the Treasury, two the Ministry of 
“weign Trade and one the Ministry of Foreign Affairs. 
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tions in Italy are transacted on behalf of U.I.C. by 
the Bank of Italy, and that is why the branches of 
that Bank are also qualified « Representatives of 
U.LC. » (5). 

U.LC. is the principal agent of the Ministry of 
Foreign Trade and also its adviser on matters of 
policy. In fact its duties are to supply that Minis- 
try (6) with statistics of the means available to make 
payments abroad and any useful suggestion relating 
thereto; to carry out the directions and instructions 
of the Ministry of Foreign Trade in the field of fore- 
ign exchange (particularly in regard to the destina- 
tion of payments, to financing operations relating to 
the exchange of commodities, to the release of im- 
port and export permits in the specified cases, etc.). 
U.L.C. issues notices drawing the attention of the 
banks to these directions and instructions, and ex- 
plaining technically the working thereof. It also has 
the task of supervising all regulations in force in the 
field of foreign exchange. 


F. - « Agent » (or « authorised ») banks. The ex- 
pression « authorised banks » originates from the fact 
that such banks are permitted to conduct foreign 
exchange business on specific authority of the Bank 
of Italy (7). The expression « agent» derives from 
the wording of the law which, in respect of the ser- 
vices entrusted to them, qualifies them « agencies » 
of the Bank of Italy. Technically speaking, the ex- 
pression « agencies of the Bank of Italy » means 
that agent banks carry out duties that normally the 
branches of the Bank of Italy might perform. 

The Ministerial Decree (statutory order) of 8th 
December 1934 that institutes agent banks contem- 
plates no other type of bank authorised to conduct 
foreign exchange business; subsequently however, as 
distinct from agent banks, others, the « associate » 
banks, were permitted to transact foreign exchange 
business on the initiative of the Bank of Italy. Today 
the only difference between « associate » and « agent » 
banks is that while the latter are in direct contact 
with U.I.C. through their own departments (esta- 
blished in Rome and denominated « Collecting Cen- 
tres »), associate banks only communicate with U.I.C. 
through the Bank of Italy. As regards their powers, 
the two types of banks are on a perfectly equal plane. 
Agent and associate banks both operate fully in fore- 
ign exchange and hold accounts abroad in their own 
name. 


(5) For some operations U.I.C. also works through two 
offices of its own, established at Trieste and Milan respectively; 
furthermore for purposes of studying foreign markets and 
collecting information U.I.C. keeps Representatives, jointly 
with the Bank of Italy, in some of the main foreign centres. 

(6) Decree Law 16th January 1946, No. 12, art. 5. 

(7) Ministerial Decree 8th December 1934, Artt. 
Decree Law of the Licutenancy 17th May 1945. 
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The so-called « minor banks » carry out an activ- 
ity similar to that of associate banks (8) but since they 
are not allowed to hold accounts with foreign cor- 
respondents, they must refer to the branches of the 
Bank of Italy for every single operation abroad. Fin- 
ally we should mention the so-called « delegated 
banks », that operate as detached counters of the 
Bank of Italy solely to release import and export per- 
mits. In the performance of the services delegated to 
them, banks, exchange dealers and collecting centres 
must strictly conform to all the instructions issued by 
U.LC. to implement the directions of the Ministry of 
Fereign Trade — and for this they are held directly 
responsible to the Government. 

Banks authorised to deal in foreign exchange, ex- 
change dealers and collecting centres must keep a 
record of all operations in foreign exchange. Their 
records must distinctly indicate, in order of date, all 
deals, both purchases and sales, with the name, na- 
tionality and residence of buyer and seller, and also 
give details of the nature and conditions of the tran- 
saction, as well as of the type of currency. Exporters 
and importers are also bound to keep such records 
and note their respective export and import opera- 
tions, besides the sales or purchases of the relative 
means for making payments outside Italy. 

Banks authorised to deal in foreign exchange are 
rightly included in the group of bodies delegated to 
exercise control; in fact in the performance of their 
services they are not mere executive organs, since the 
exchange regulations in force prescribe that they 
should carry out a series of preliminary and sub- 
sequent enquiries and controls in respect of the ope- 
rators requiring their services for transactions abroad. 
It is true that the banks’ investigations are later 
renewed and extended at a higher level, but there is 
no doubt that the initial investigation on the part 
of the bank has fundamental importance: in fact the 
bank is held responsible to the Government for the 
carefulness and accuracy of the investigation, Fur- 
thermore, not only the branches of the Bank of Italy, 
but the banks themselves release, very largely at their 
own discretion, administrative documents, such as 
import and export permits, to complete the transac- 
tions they make. 


G. - Exchange Dealers. The Ministerial Decree of 
8th December 1934 mentions exchange dealers in 
general terms as dealers for limited amounts of fore- 
ign currency. Their dealing in foreign currency is 
also subject to their receiving authority in advance 
from the Bank of Italy, which grants, refuses or 
revokes this authority at its own discretion. 


(8) Minor banks are a sub-group of the associate banks 
and are qualified « minor » only as regards exchange control, 
by reason of their minor functions. 
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The authority may be general or specific, that is 
to say it may refer to all operations of a particular 
nature for a given amount, or concern one specific 
operation. 








ll - The Working of Exchange Control. 







2. — The regulations by which, in Italy, the Go 
vernment intervenes in the field of foreign exchang 
— with the main object of achieving and maintain 
ing equilibrium in the external balance of pay 
ments — form a system of « complete » control, tha 
is to say a system not limited to action in some se. 
tions, but covering all the innumerable operation 
connected with receipts from and payments to othe 
countries. 

This system substantially consists of a series of 
restrictions which may be outlined as follows: 













a) control over the entering into any engage 
ments which involve future foreign exchange out 
goings; 

b) control over payments relating to the debii 
side of the balance of payments. This control is a 
ercised directly through the regulation which make 
all payments abroad subject to authorisation, an/ 
indirectly through the regulations which forbid tk 
export of foreign currencies and instruments of credit 













c) control over payments relating to the credit 
side of the balance of payments. This control aw 
takes place directly under the provisions which © 
quire that foreign credits should be cashed in tk 
specified foreign currencies, and indirectly unde 
those which relate to the movements and the use of 
the national currency (9) as a means of settlement in 
respect of foreigners. 












To this intent, all foreign balances (cash, bill 
credits) accruing to Italian concerns or individual 
resident in Italy are withdrawn from their free owne! 








ship and use. 

Foreign currencies in cash must be offered for sik 
to U.I.C. or paid, in the name of the owner, int 
special bank accounts — to which we shall ree 





i. a 






















later — subject to the control of U.I.C. This off 
for sale and/or payment into such accounts mut ! 
made within a specified period. The Minister 8 
Decree of 14th July 1943 prescribes a period of # By 
teen days. Actually this only refers to Treasury*§ & 
Bank notes, but the same period is also applied "— 
other means of payment for which, strictly speaking 7 
the sale should be immediate. 
co! 
(9) See Report on Disegno di legge valutaria, Istituto Po . 





grafico dello Stato, Rome, 1943. 
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The means of payment that are offered for sale 
and are not accepted, or the means that are not 
immediately negotiable against lire must be report- 
ed (10). Foreign credits, foreign and Italian secur- 
ities issued abroad must be reported to the Bank of 
Italy. Foreign and Italian securities must not only 
be reported, but also deposited either with the Bank 
of Italy or with an authorised bank. Otherwise they 
may be deposited with a bank abroad, for account 
sad in the interest of the owners, in the name of 
the Bank of Italy or of a bank authorised to open 
such accounts (11). 

The obligation to report and to offer for sale any 
means for making payments abroad, entails the pro- 
hibition of all dealings in foreign exchange, and also 
the prohibition to enter into transactions known as 
‘compensation deals », unless authorisation is sought 
in advance from the Ministry of Foreign Trade. Up 
to a limit of Lit. 200,000 this authorisation may be 
granted by U.I.C., and up to Lit. 50,000 by the Bank 
of Italy. In some particular cases, where sufficient 
documentary evidence supports the application, even 
authorised banks are empowered to grant author- 
isations (12). 


3. — Having thus broadly outlined the funda- 
mental principles of the exchange control system in 
force, let us explain how it works. At this point it 
will serve our purpose to explain that the balances 
in foreign currencies either surrendered to U.LC. or 
credited in the name of the owners to special bank 
accounts, consist of: 


a) « free currencies » (13); 


(10) The law of gth January 1936, No, 103, directed that 
banks and corporate bodies should report the variations in their 
credits and securities for each month within the first ten days 
of the following month. The same law directed that indivi- 
duals should present these reports every three months (within 
the first half of March, June, September and December). 

As regards credits belonging either to corporate bodies or 
to individuals a regulation issued by « Ministero Scambi e 
Valute » (Ministry for Exchange and Currencies) on 16th March 
1942 ordered that variations should be reported every six 
months. 

(11) In special cases and on application of the party con- 
ceed, the Ministry of Foreign Trade may release the owner 
from the compulsory deposit of the securities, if it is considered 
that the reasons put forward are justified and if adequate 
guarantees are given. 

(12) For instance commission due to foreign representatives 
of Italian firms may be deducted from the export proceeds, if 
the commission does not exceed 5 per cent, or if U.I.C. has 
granted a general permit covering settlement in the required 
measure; however the specific commitment must always ve 
stated on the relevant export permit. 

(13) « Free currencies », as defined by the Italian exchange 
control administration, include the U.S.A. $, the Canadian $ 
and the « free » Swiss franc, in as much as these are the 
currencies mostly used in international settlements, although 
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b) sterling; 

c) non transferable currencies of countries with 
which there is a general « decentralised » clearing 
agreement (14); 

d) units of accounts agreed to in respect of ge- 
neral « centralised » clearing agreements (15). 


4. — As a general rule, all receipts of foreign 
currency, no matter what the source, accruing to 
firms and individuals of Italian nationality domiciled 
in Italy must be entirely surrendered to the Foreign 
Exchange Office through authorized banks. Receipts 
so channeled and pooled are then distributed to users 
for making permitted payments abroad in accordance 
with the established methods of payment. 

However, exchange proceeds resulting from certain 
transactions and in certain currencies, can be retained, 
wholly or partially, by the recipients subject to these 
proceeds being paid into special bank accounts, which 
are required to ensure their utilization for the pay- 
ments prescribed by the exchange control regulations. 
These retained accounts are divided into two broad 
categories called, respectively, « Conti autorizzati in 
Valuta » (Authorized F.E. A/cs) and « Conti Valu- 
tari» (F.E. A/cs). Here, keeping to a strictly tech- 


nical description, we shall rapidly enumerate their 
essential features. 


actually other foreign currencies are freely convertible such as 
the following: 


Haiti 


= Gourde Gourdes 5=$ 1 
Honduras = Lempira Lempira 1=$ 0.50 
Panama =Balboa Balboa 31=$1 
Salvador =Colon Colon 1=§$ 0.40 
Mexico = Peso Peso 1=$1 
Guatemala = Quetzal Quetzal 1=$ 1 


(14) This group also includes Swiss « agreement » francs, 
because these may only be used for the settlements admitted 
by the Italo-Swiss agreement, and therefore may not be con- 
verted into other currencies. 

(15) In « centralised clearings » the payment by the debtor 
and the payment in favour of the creditor, cach in the respective 
national currency, are made to the Central Clearing Offices to 


the debit or credit of an account — denominated « clearing 
account » — and opened by the one Office in favour of the 
other. 


Payment advices, which are valid as payment orders, 
are exchanged directly by the two Offices. Usually the clearing 
account or accounts — sometimes each Office opens an account 
in favour of the other — are held in one currency which may 
be that of either of the countries concerned, or even that of a 
third country. 

In « decentralised clearings », on the other hand, payment 
by the national currency, are made to banks authorised to 
receive them through accounts reciprocally opened by such 
banks in each of the two countries. These bank accounts are 
connected with the «clearing account» which each of the 
two central clearing offices opens, in its own national cur- 
rency, in favour of its counterpart. Decentralisation of pay- 
ments can therefore take place only where each of the two 
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A) Conti autorizzati in valuta (Authorized F.E. A/cs). 


These accounts, which were contemplated as from 
the very beginning of exchange control (16), and 
which were given a wider application after 1945, may 
be granted to special concerns, such as, mainly, shipp- 
ing and insurance companies, travel and forwarding 
agencies, and also commercial and industrial firms 
whose activities are principally carried on abroad. 

Such concerns, under specific authorization of the 
Ministry of Foreign Trade (and that is why the 
accounts are qualified as « authorised ») may be per- 
mitted to retain 100 per pent of the foreign exchange 
earned in the conduct of their business subject to its 
being utilized solely to cover expenses relating to their 
requirements abroad. These retained accounts which 
are subject to periodic supervision and which, at pre- 
sent, can be kept in « free » currencies, sterling and 
in some cases, also, in « non-transferable currencies » 
are intended to aid the relevant concerns to meet the 
special needs of their business which involves recur- 
rent requirements of foreign exchange for a consider- 
able number of transactions. 


B) Conti Valutari (Foreign Exchange Accounts). 


Under this category are included the special reta- 
ined foreign Exchange Accounts introduced after 
World War II (17). Such accounts are the following: 


1) Conti valutari 50°, Esp. e Rim. (C.V.E. e 
R.). — These are by far the most important among 
the various types of Conti Valutari. By virtue of the 
law of 1946 (18), and its subsequent modifications, 
recipients of U.S.A. and Canadian dollars from all 
exports and invisibles must immediately surrender to 
the Exchange Central Office 50 per cent of the total 
amount received, for which authorized banks will 
pay them the equivalent in lire computed at the 
official exchange rate. The remaining 50 per cent is 
credited to them by the authorized banks in special 
non-interest-bearing accounts called « Conti Valutari 
50%, Esportazioni e Rimesse ». The recipient must 
use the retained exchange within 60 days, counting 
from the day following the date of crediting, for pay- 
ing for imports and related expenses, or for other 
approved items. Ifthe beneficiary is unable to utilize 
the retained exchange, he can sell it to a third party 
who, however, is not allowed to resell it. Sales are 


central clearing offices is prepared to make available its own 
currency, beyond the limits represented by the equivalent 
amount paid in by the debtor of the other country. 

(16) R.D.L. 8 dec. 1934, No. 1942 and R.D.L. 28 dec. 1936, 
No. 2197. 

(17) By the Decree Law of March 26th, 1946, No. 139, and 
subsequent legal provisions. 

(18) Cf. previous footnote. 


executed at the so called « export rates » which are 
quoted daily on the Italian stock exchange on the 
basis of the actual transactions. 

Failure, in either case, to utilize the retained ex. 
change, within the prescribed time-limit is penalized 
by immediate obbligatory surrender to the Foreign 
Exchange Office at a rate 20 per cent below the 
official exchange rate. 

None of the prescribed uses confers upon the 
holder of the foreign exchange any special privilege by 
way of the rights to import or carry out other trans 
actions not otherwise permissible. In other words, 
the holder is subject to exactly the same regulations 
as any other operator who has to buy the exchange 
from the Foreign Exchange Office. The institution of 
these retained foreign exchange accounts is recognized 
to be one of the most interesting features of the Iv 
lian postwar exchange control system. It, however, 
would be beyond our present scope to comment on 
the importance and economic significance of this 
measure and on the repercussions it has had on the 
course of Italian trade with other countries. 

As it exists today the 50 per cent system no 
longer serves the principal purposes for which it was 
originally intended. The continuation of the system 
is reportedly motivated by the desire of the monetary 
authorities to keep a free hand with respect to pos 
sible adjustments of the exchange rate. In fact any 
adjustment of an officially fixed rate would require 
legislative action by Parliament. 


2) Conti Valutari Noli Marittimi ed aerei (FE 
A/cs for sea and air freights). — Recipients of foreign 
exchange (at present U.S.A. and Canadian dollars) 
from sea and air freights are also allowed to retain 
50 per cent of their proceeds in special accounts, bear- 
ing the above title, with the authorized banks. The 
retained exchange may be utilized, either by th 
holder of the account or by an operator of the same 
category to whom it may be sold, for special expenses 
(such as purchases of ships or aircraft or material for 
their construction) within a period of g months count 
ing from the first day of the month following the date 
of crediting. 

Here again, the retained exchange not utilized 
within the prescribed time-limit must be surrendered 


to the Foreign Exchange Office at the official rate 


minus a 20 per cent discount as penalty. Balances o 
these accounts may also be sold to operators of aly 
other category subject to the prior transfer of funds 
to a « Conto Valutario 50% E. ¢ R. ». 


3) Conti Valutari Acquisto Navi (F.E. A/cs for 
the purchase of ships). — These accounts are credited 
with 100 per cent of the gross receipts from freights 
in U.S.A. $, accruing in favour of shipowners who 
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have to repay loans obtained for the purchase of fore- 
ign ships or for the assignment of naval units sold 
by the U.S.A. Government to Italy. The validity of 
these accounts — opened separately for every ship 
and bearing the name of the ship concerned — varies 
according to the financing terms obtained. 


4) Conti Valutari Commesse Navali (F.E. A/cs 
the purchase of ships), — These accounts are credited 
with 40 per cent of exchange receipts, in U.S.A. $ 
or in sterling, accruing from maritime orders. 

The retained exchange may be utilized for pur- 
chases of materials necessary for shipbuilding. Ba- 
lances there of may also be sold to operators of other 
categories subject to the funds being transferred to 
a «Conto Valutario 50°, E. e R.». The validity of 
these accounts is related to the time it takes to build 
the ship. At the expiry of the ship’s delivery date 
the unused exchange must be transferred to a « Conto 
Valutario 50°/, E. e R.», or in case sterling, entirely 
surrendered to the Foreign Exchange Office. Failing 
such transfer within a specified period the balance 
must be obligatorily surrendered to the Foreign Ex- 
change Office at the official rate minus a discount 
of 20 per cent as penalty. 


5. — Italy has not yet agreed on a par value for 
the lira with the International Monetary Fund. The 
exchange rates between the lira and other curren- 
cies are at present related to the exchange rate for 
the U.S.A. dollar which is determined by U.LC. on 
the basis of the daily « free » market quotations re- 
sulting from the negotiation of the 50 per cent dollar 


proceeds retained by the recipients in the « Conti Va- 
lutari 50°, E. e R. ». 


In March 1946, when these accounts were institut- 
ed, the official lira/dollar rate was Lit. 225=1 $ 


US.A. (19). In August 1947 (20) it was raised to 
Lit. 350= 1 U.S.A. §. 


(19) The official U.S.A. dollar rate in force from 25th 
May 1945, set by the Treasury with the agreement of the 
Allied Authorities, was Lit. roo=$ 1. But with the Decree 
law of the Lieutenancy 4th January 1946, the dollar rate 
actually became Lit. 225=$ 1. This quotation, which was 
initially limited to purchases and sales of foreign currency and 
to import-export operations, was further extended on 2nd 
February 1946, in application of Decree Law of the Lieutenancy 
ath January 1946, No. g, and finally adopted by the Bank of 
Italy to fix the purchase rate for gold. 

(20) Decree Law of the Provisional Head of the State 
ist August 1947, No. 693. By the same Decree the Treasury was 
authorised to establish, in agreement with the Ministry of 
Foreign Trade, the legal parity between the lira and other 
currencies, on the basis of the above legal lira/dollar parity, 
and the parity of the dollar with the other currencies. In appli- 
‘ation of Ministerial Decree 2nd August 1947, the following 
official rates were so fixed: $ U.S.A. 350; Sterling 1,411.38; Fr. 
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Therefore, at that time, owing to the gap nor- 
mally prevailing between the (higher) market rates 
and the (lower) official rates it was unnecessary to 
penalize holders obliged to surrender to U.I.C. the 
retained exchange not utilized within the prescribed 
time-limit of 60 days. 

But when, subsequently, it was determined that 
U.LC. rates (which were recognized as the official 
rates) had to be related to the closing « free » market 
rates on the Rome and Milan exchanges (monthly 
averages as from November 1947 (21) and daily aver- 
ages as from September 1949) (22), a penalty was 
imposed in the form of a 20 per cent discount on the 
official rate at which U.I.C. should negotiate the un- 
used exchange retained by recipients in the « Conti 
Valutari 50%, E. e R.». The introduction of such a 
penalty (23) then became necessary in order to dis- 
courage holders of the accounts from delaying the 
offer to the market of the exchange left at their dis- 
posal. 

Thus, to avoid this penalty, the account holder 
must carefully watch the expiry dates of his balances, 
particularly if he intends to sell them to a third party 
considering that the latter, who is not allowed to 
make a further sale, only buys for a particular deal, 
and that market demand, therefore, tends preferably 
towards funds with a longer period of validity, which 
allow a greater breathing space. 

On the basis of the average dollar rate, U.I.C. 
establishes the daily sterling rate, by relating that 
rate to the official dollar/sterling parity (U.S.A. $ 
2.80=f 1 (24). 

The daily average dollar rate*is also applied for 
the settlement of items relating to a clearings with 
a general account kept in dollars, and it is taken as 
a basis for the determination of other clearing rates. 


In regard to the latter, however, it has to be added 
that: 


1) the dollar basis is not uniform for all; small 
differences are due to the fact that the relative agree- 
ments were concluded at different times; 


2) for reasons connected with the practical work- 
ing of the clearings, the respective exchange rates are 
kept within limits of variation stipulated with each 
single Foreign Clearing Office. When the limit sti- 


Fr. 2.9386; Sw. Fr. 81.59; £A. 1129.10; Arg. Peso 87.50; B. Fr. 
7-99; Milreis 19.08; C. $ 350; Danish Kr. 72.98; £E. 1,447-25; 
Ind. Rupee 105.50; Norw. Kr. 70.57; Dutch Fl. 131.77; £ N.Z. 
1129.10; Port. Esc. 14.20; Peseta 31.96; Sw. Kr. 97.23; £T. 
124.43; Union of S. Africa 1,402.45. 

(21) Decree Law 28th November 1947, No. 1347. 

(22) Decree Law 19th September 1949, No. 632. 

(23) Contemplated in the above Decree Law 1947, No. 1347. 

(24) This system has been in force since 27th November 
1948 (see footnote 29). 
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pulated case by case is reached, the exchange rate 
is rectified. 


The exchange rate for the free Swiss Franc is the 
same as the clearing rate, which is fixed on the basis 
of the official dollar rate in Italy and the dollar parity 
of the Swiss Franc (Sw. Frs. 4.372.82=$ 1); this in 
turn is based on the legal gold equivalent of the two 
currencies ($ 35 per ounce of fine gold - Sw. Frs. 
4,920.63 per kilogram of fine gold). 

It must be considered that in the calculation of 
averages to establish official middle rates, closing 
quotations of the U.S.A. dollar under Lit. 350 and 
over Lit. 650 are not admitted (25). 


6. — As has been mentioned previously, the time- 
limit within which foreign exchange retained in the 
« Conti Valutari 50° E. e R.» has to be utilized is 
now two months, starting from the first of the month 
following that of its receipt; this means that in all 
cases the expiry date is the last day of the second 
calendar month after the month of its crediting (26). 

Originally the time-limit was go days from the 
day of receipt (27); the Ministerial Decree of 31st 
May 1946 brought it up to go days from the first day 
of the month following that of receipt; later it was 
first reduced to 60 days from the day of receipt ((28) 
and then, again lengthened by the Ministerial Decree 
of 20th January 1947, to 60 days from the first day 
of the month following that of receipt (29). 

The time-limit was curtailed in order to avoid 
attempts on the part of exporters to speculate on the 
chance of an increase in export rates and therefore 


(25) Decree Law 28th November 1947, No. 347. 

(26) Consequently, if we calculate a month as 30 days, for 
funds acquired first hand, the actual period of validity goes 
from a maximum of 89 days (amounts received on the first of 
a month) to a minimum of 61 days (amounts received on the 
last day of a month). 

(27) Art. 2 Ministerial Decree 13th April 1946. 

(28) Ministerial Decree 3rd September 1946. 

(29) In application of Decree Law of the Lieutenancy 26th 
March 1946, No. 139, which instituted « Conti Valutari E. 
e R. », originally the currencies of which owners might retain 
50 per cent were U.S.A. dollars, sterling and free Swiss francs. 
Quotations of these currencies on Italian Stock Exchanges began 
on May 11th 1946 for the U.S.A. dollar and for sterling, and 
on May 28th 1946 for free Swiss francs, Subsequently (3rd 
December 1947) U.I.C, regulations extended the advantages of 
« Conti Valutari E. e R. » to the Portuguese escudo and the 
Egyptian pound, but they were never quoted on the Stock 
Exchange. These two « Conti Valutari » remained in force 
up to Ist January 1949 (Portuguese escudo) and 17th Septem- 
ber 1949 (Egyptian pound). «Conti Valutari» in sterling 
were suppressed by Ministerial Decree 26th November 1948, 
which came into force the following day. « Conti Valutari » 
in Swiss francs were withdrawn from January Ist 1951. Finally 
« Conti Valutari» in Canadian dollars were instituted by a 
U.L.C. circular dated 21st December 1951. The Canadian dol- 
lar was first quoted on the Italian market on 2nd January 1952. 


to delay the offer to the market of the foreign ex. 
change left at their disposal (30); it was necessary to 
balk any attempt of this nature both in order to ease 
the tension already prevailing on the market at a 
time when the lira was losing value, and to ensure 
that currencies most necessary for supplies from abroad 
should not be withheld from the market. 


7. — The use of « Conti Valutari 50°, E. ¢ R.» 
centres on the following operations (31): 


a) payments for goods admitted as « customs’ 
imports » to be paid for in free currency; 


b) payments for goods subject to ministerial |i- 
cence, to be paid for in free currency; 


c) payments for commercial services and other 
financial operations that the exchange control regula. 
tions allow to be settled in free currency (travel, 
shipping payments, commission, etc.). 


Cases under a) and c) do not weight very heavily 
on the use of these balances. Their main use is that 
connected with the payments for licensed goods — 
case b) — where the issue of licences can be regulated 
by the appropriate Ministry. 

The sale and purchase of « C.V.E.R. » balances is 
made through authorised banks. On all Stock Ex 
changes an official record is kept of closing rates, 
which may reflect business actually transacted (32), 
or represent the average between the last « bid » and 
« ask » rates (33). 

In view of the particular importance, in this con- 
nection, of the Rome market (where offers of the 
exporters of Central Italy are mostly concentrated) 
and of the Milan market (where import demand is 
concentrated) the closing rates of their respective Stock 
Exchanges are taken by U.I.C. as the basis for cal 
culating the average rate. Obviously any excess offer 
or demand on the Rome and Milan markets respect- 
ively may in practice be offset by arbitrage; and in 
fact the difference between the closing rates of the 
two markets is always contained within an insigni- 
ficant margin of a few cents per dollar. 

During the course of the way, banks operate either 
applying on their own initiative prices as close as 


(30) See Giorpano De.t’ Amore, La Tecnica del Commerao 
Internazionale - I Contingentamenti, Ed. Giuffré, Milan, 1949, 
Pp. 143- 

(31) To facilitate the negotiation of small amounts, banks 
are authorised to purchase them in their own name and credit 
an impersonal « C.V.E.R.» in their own name; they may 
then use these funds to make small payments abroad or sel 
the total remaining balance on the market, since amounts cfe- 
dited during one month have a common expiry date. 

(32) In this case the relative rates on the Stock Exchange 
List are market « transacted » (« actual »). 

(33) In this case the relative rates will be given as « no 
minal ». 





The Organisation of Exchange Control in Italy 


ssible to the presumable closing rates (34), or on 
the basis of the sales or purchase orders they receive 
from their customers. In each branch, sales to custom- 
ers, and the residual plus or minus position is then 
balanced by corresponding sales or purchases made 
with other branches of the same bank, or with other 
banks and, finally, with the Head Office. The latter 
is then able to balance the global position. The ser- 
vices of a dealer are necessary for transactions made 
at the Stock Exchange. It must be borne in mind 
that every day, at the close of business, the plus or 
minus position of every bank must be approximately 
balanced. For these operations banks charge their 
customers a minimum premium, usually around 5-10 
centesimi, on the accepted Stock Exchange rates. 


8. — In some particular cases forward transactions 
are allowed (with the exception, because of technical 
difficulties, of currencies under a centralised clearing 
system). In that case the buyer must produce evid- 
ence of his undertaking to make a future payment 
for the import of goods, show a regular contract or 
an invoice and also — if the operation relates to goods 
under licence — the advice of authority to import. 
The bank will carry out the operation if sufficient 
evidence is produced to show that the deal will be 
properly concluded. 

Whatever the currency, in no circumstances do 
ltalian exchange control regulations allow forward 
foreign exchange contracts either against spot trans- 
actions in foreign exchange, or without any cover, or 
against Italian lire. 

One of the principal reasons for the ban on for- 
ward contracts against spot is the difficulty, in pra- 
ctice, of making forwards, whether sales or purchases, 
in one particular currency. Experience has shown 
that in the present situation the forward market 
xems to consist either entirely of buyers or entirely 
of sellers. And that is why deals in spot against for- 
ward, even on a commercial basis, might have the 
character of a speculation or of an investment. 


9. — The foreign exchange receipts that are not 
retained in the « Conti Valutari » or « Conti autoriz- 
zati in valuta » listed above must be offered for sale 
to U.LC. against lire. From the foregoing pages it 
is obvious that they consist of: 

a) a quota of all receipts in U.S.A. and Cana- 
dian dollars, and practically all receipts in free Swiss 
frances. These free currency balances formed with 
ULC. are destined to act as foreign exchange reserves 
and as a fund to be used for Government purchases 
and for the requirements of the Treasury; 


__G4) This procedure is followed for small amounts dealt 
with over the counter. 
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b) nearly all receipts in sterling and non-trans- 
ferable currencies and all receipts expressed in units 
of account. This mass of balances is used for pay- 
ments in the respective currencies, according to the 
regulations governing the corresponding operations. 


Credit and debit balances in sterling, or with 
E.P.U. countries within the scope of the general clear- 
ing agreements (nearly all « decentralised ») are sett- 
led on a multilateral basis at the end of every month 
according to the rules of the E.P.U. agreement. 

For settlements under general clearing agreements 
with non-E.P.U. countries, in order to reconcile the 
requirements of equilibrium with a regular flow of 
payments, reciprocal credit ceilings are established, 
usually within given limits and with special clauses 
for the settlement of any excess. 


10. — All operations that in any way involve re 
ceipts and payments of currency abroad are entrusted 
to authorised banks, which operate directly with their 
foreign correspondents. The only exceptions are trans- 
fers to countries with which there is a centralised 
clearing; such payments are made by U.I.C. through 
the central account or accounts contemplated in the 
respective agreements. 

Banks may also hold foreign exchange balances 
that are the property of foreigners, and these accounts 
are divided into the two following main classes: 


— free accounts in free currency and, in the 
cases admitted, in sterling; 

— authorised accounts in free currency and in 
sterling. 


The former are credited with remittances from 
abroad and, with certain limitations, may be widely 
employed both in Italy and abroad (sterling may only 
be used in the Scheduled Territories and in the « ad 
mitted » countries). The latter, which are subject to 
particular rules, include accounts credited with free 
currency and sterling, held in the name of foreign 
sea and air navigation companies, who employ them 
for their business requirements in Italy. 


11. — Banks may accept and grant credit facilit- 
ies (35) and receive and give guarantees abroad; they 


(35) The policy in regard to lending and borrowing facili- 
ties is regulated as follows: 

Agent-banks may freely grant and receive credit facilities 
to and from their own foreign correspondents in E.P.U. coun- 
tries, and must report every month to U.LC, the facilities 
granted and received, country by country. The prior author- 
isation of the Ministry of Foreign Trade is necessary for the 
exchange of facilities with non-E.P.U. countries. 

In particular, credit facilities in freely transferable curren- 
cies granted by any foreign bank, either directly or through 
another correspondent in a third country, may not be used 
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may also finance Italian customers in foreign currency. 
For the latter operations, besides the credit facilities 
received from their own foreign correspondents, banks 
also employ the mass of balances they hold on behalf 
of their Italian and foreign customers. When it em- 
ployes such foreign exchange balances, a bank ob- 
viously acts as it would for an operation in lire: that 
is to say, after having ensured sufficient liquidity to 
meet any withdrawals, it employs the remainder for 
lending operations. 

But in no circumstances may banks receive or pay 
foreign currency or operate in any way in respect of 
their customers outside the limits of the authority 
they have received. This authority is generally grant- 
ed with an indication of lists of operations the banks 
are allowed to effect on their own initiative. For 


by Italian banks as overdrafts (advance accounts, refinancing 
accounts, etc.). Their use is therefore limited to: 

— mail credits when they are used occasionally for a 
very short term overdraft, not more than ten days; 

— credit openings at sight or against acceptances up to 
180 days. 


all operations not included in the lists a specific auth. 
orisation is necessary, and according to the case in- 
volved the Ministry of Foreign Trade, the U.L.C., or 
the Bank of Italy is qualified to grant it. 


12. — Every day banks must report, for each 
branch separately, the movement of purchases and 
sales of currencies administered by U.I.C. (U.S.A. and 
Canadian dollars, free Swiss francs and sterling) and 
of non-transferable currencies of countries under de- 
centralised clearing agreements. Every month they 
must report these same movements, and those of the 
« Conti Valutari 50% », detailed according to cur. 
rencies and purposes; the movements of their assets 
and liabilities in foreign exchange; and a series of 
data that enable the authorities to ascertain the daily 
foreign exchange situation and to work out, every 
month, the position and the foreign exchange balance 
sheets (overall and sub-divided by currency area) that 
are used by the appropriate Departments as a guide 
for their trade and foreign exchange policies. 
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2,381 
2,354 


(a) Current revenue and movement of capital; on year account and arrears. 


STATISTICAL 


ITALIAN BUDGET SUMMARY 
(milliards of <M 


Exp enditu re 
Obbligated 


Movement 
of capital 
; 40 j re 
932 393 
1,547 262 
1,519 98 
1,771 213, 
1,853 341 
2,206 274 
2,340 137 
181 
78.1 


ITALIAN BUDGET SUMMARY - FINANCING OF 
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D 
Obbligated 


CASH DEFICIT 








Interest bearing 


Assessments and Obligations (a) - 
Receipts and Payments (b) - 
Financing of cash deficit: 
Treasury Bills . ‘ 
Advances of the Bank of Tealy . cs 
Cassa DD.PP. and in- 
surance instit. 
current accounts } Sealine fnaiienie 
g instituti 
Floating debt - Total . ; 
Other Treasury debits and ovadlite (d) , 
Changes in cash position . A 


Cash deficit . 


Granp Torat . 





__1949-50_ 
— 191,768 
— 83,619 
— 24,530 
+ 19,077 
+ 159.514 
— 10,176 
+ 143, 885 _ 
+ 40,282 
— 100,548 
+ 83,619 


1950- 51 


| — 270,707 
Rat. ... B 


+ 


+ 


i > — 


+ 


(a) Current revenue and expenditure and movements of capital; 
(b) Receipts and payments on year account and arrears; current revenue and expenditure and movements of capital; 
(c) For more than 90%, a/cs. with « Cassa Depositi e Prestiti » (Cassa DD.PP.) which collects the deposits of the Postal 


(d) Debits and credits with government’s agencies and other public bodies; 


Conto riassuntivo del Tesoro. 


ITALIAN DOMESTIC PUBLIC DEBT 
Gites of lire - Index Numbers, 





Consolid: sted 
debt 





100 
100 
100 
100 
100 


100 
100 
100 
100 
100 
100 
100 
100 


: Conto riassuntivo del Tesoro. 
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\Interest 


rea- bearing | vances 


sury (current | 


bills | ac 
| counts of Italy| 





| Bank 


1951- 52 


| — 423,000 
— 188,494 


+ 105,396 


+ 3°, 088 
— 13,591 
+ 121,893 
+ 139,188 


+ 188,494 


1938 = 100) 


725587 









, Cash 
—_— Movement Total 
| of capital 
— 432 + @2 |— 38 
| — 580 + 31 |— 549 — 206 
> i. (ee toa 
| — 504 — =i — 402 
|— 322 + 131 — Ig! — &4 
: oP — -_— ie -_ 
— 486 + 63 — 423 — 185 
| — 468 +174 |—294 |— 234 
|= 391 + 150 — 241 — 132 
— 296 — 65.5 | — 361,5 





Table B 











= 





; 1952-53 1953-54 
— 294,000 — 241,000 
— 234,400 — 132, 600 
— 11,800 + 84,733 
— 21,100 + 88,957 
+ 150,500 + 69,097 
_+ 15:700 | — 5,229 
+ 143,300 + 237; 558 
— 12,100 | — 43,247 
+ 103,200 | — 61,711 
+ 234,400 + 132,600 





Floating debt 


Total 


Amount’ I. N, 








719 | 628 
817 77° 
g20 822 
908 | 998 
962 |1,094 
| 978 |1,089 
| 980 |1,095 
966 |1,079 
974 |1,078 
988 (1,076 
| 993 |1,062 


|1,029 |1,070 
1,028 (1,107 








Table C 
Total of domestic 
Trea- _ public debt 
sury ae ‘ 
notes A mount I. N, 








1,837 6,123 
2,058 6,860 
20253 7»376 
2,355 | 7850 
2,517 | 8,390 


2,519 8,396 
2,522 
2,492 
2,499 
2,529 
2,593 
2,612 8,700 
2,621 8,736 


8,406 
8,306 
8,330 
8,430 
8,363 










9-0, 2,486.0 1,862 
9-0 2,811.0 2,106 
15-0 | 3,110.0 2,329 
38-2 | 3,471.5 2,600 
4405 | 3:635-3 | 2723 
45-2 3,638.3 2,725 


45-5 | 3,641.8 2,727 
3,803.6 2,849 
3,811.5 2,855 
3,841.8 2,877 
3,906.0 | 2,925 
39926 
39935 


45-7 


46.9 
47>7 
48.5 
49-4 


2,940 
2,947 
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Source: Bollettino of the Bank of Italy. 
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DEPOSITS AND CURRENT ACCOUNTS IN ITALIAN BANKING SYSTEM AND POSTAL SAVINGS BANKS 








Toble D 

















of lire 


1,063 
1,324 
| 1,647 


| 
1,662 
1,699 
1,800 


1,893 


1,868 
1,879 
1,900 
1,935 
1,954 
1,959 
2,008 


(a) The data refer to 365 banks (commercial and 


(b) Inter-bank current accounts are excluded. 











of lire 


35 
688 | 49 796 
335] 60 963 


98 | 3,392] 62 | 1,012 
100 3,484 63 1,052 
105 | 3,685 | 67 | 1,085 
Itt | 3.915 | 71 1,147 


109 | 3.917 | ZL | 1,181 
110 | 3,942] 71 | 1.182 
rit | 3,982] 71 | 1,187 
113 | 4,030 | 73 | 1,188 
114 | 4,083 | 74 | 1,192 
115 | 4,125] 75 | 1,198 
118 | 4,201 | 76 | 1,199 


savings banks) which hold about 99% of the total deposits collected by all 


(millions of lire) 

















Italian banks. 


tities, participations. 


31.12.52 


Source: Bollettino of the Bank of Italy. 


Deposits and current accounts. . . 35335350 
Cash and sums available at sight . 345,027 
Fixed deposits with the 7s and 
other Institutions : ; 423,403 
Government Securities (b) 674,086 
Credits to clients (c) . . . «+. 2,649,294 
Index 
Deposits and current accounts . 219.3 
Cash and sums available at sight . 204.1 
Fixed deposits with the —o and 
other Institutions ‘ a 238.2 
Government Securities (b) 169.7 
Credits to clients (c) 231.1 
% of 
Cash and sums available at sight. . 10.3 
Fixed deposits with the ~—— and 
other Institutions . . 4 12.6 
Government Securities (b) 20.2 
Credits to clients (c) 79.4 








Amount outstanding 


3391847 3,484,279 3 
268,243 277,966 


423,456 4325139 


682,513 735986 
2,696,513 2,793,070 
Numbers: 31-12-1948 = 100 
223.1 229.1 
158.6 164.4 
238.2 243.1 
170.1 185.- 
235-3 243-7 
deposits and current a/cs 
7-9 7-9 

12.4 12.4 

20.1 21.1 

79-4 78.8 


(b) Treasury bills and other Government securities. Nominal value. 
(c) Includes: bills on hand, rediscount at the Bank of Italy, contangues, advances, current accounts, credits abroad, loans reco’ 
erable on salaries, credits on note of hand, mortgage loans, current accounts with sections for special credits, non-Government set 
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DEPOSITS, CURRENT ACCOUNTS AND ASSETS OF ITALIAN BANKS (a) 
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956 | 32 
1,160 | 38 


1,200] 40 
1,249 | 42 
1,376] 45 
15423 | 47 


1,442] 48 
1,427 | 47 
1,422] 46 
1,432 | 47 
1,468 | 48 
1,478 | 49 
15475 | 49 








3,685,532 
278,146 


495,104 
771,034 
2,945,473 


242.4 
164.5 


278.5 
193.8 
257-0 


- 
/ 


5 


13.4 
20.9 


79.6 


3 1-12.53 









399145644 3,917,183 


We 


359,076 


287,698 


466,493; 488,941 


767,691 805,040 


,206,120 3,152,351 


Qe2 


1149 
19.6 
81.9 


257-6 
170.1 


275-0 
194-3 
279.1 


7.2 
/*3 


12.4 
20.5 
80.4 


(a) The data refer to 365 banks (commercial and savings banks) which hold about 99% of the total deposits collected by all 
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4,030,644 
302,123 






525,538 
814,245 
3,263,007 
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NOTE CIRCULATION, PRICES, WAGES AND SHARE QUOTATIONS IN ITALY Table F 
(Index Numbers, 1938 = 100) 
_Note Circulation (a) | Wholesale prices (c) ; Fine gold 
Year or month Amount (b) 
(milliards Index 
of lire) 





Cost of Wagerates Share ; 
All com... Living in industry quotations Price of 
pe Foodstuffs (c) (c) (b) one gram Index 
lire) (d) 
1589.1 919 3535 
1714-9 8385 3.403 
-316.6 770 2,961 
25 1344-5 765 2,942 
1244.2 755 2,903 
432-9 745 2,865 
2390.9 720 2,769 
438.6 22 2,776 
1313-5 721 2,773 
357-7 720 2,769 
425-9 714 2,746 
572-1 713 2,742 
:667.2 711 2,734 
717 25757 
(a) End of year or month. Includes: Bank of Italy notes and Treasury notes; (b) Bollettino of the Bank of Italy; (c) Bol- 
lettino Mensile di Statistica issued by the Central Institute of Statistics; (d) Business Statistics Centre of Florence. 


1950 - December . 1,176.1 5,228 5,406 5,009 5,962 
1951 - December . 1,304.2 55796 5.454 : 56416 6,685 
1952 - December . 1,411.1 6,271 5,288 5,612 7.426 
1953 - March . . 1,310.3 5,823 5,264 5,613 5 
June. . 1,285.7 5,714 5,250 ; 5,718 
September . 1,349.6 5,998 5.246 5,642 
December . 1,494.9 6,644 5,256 5.678 
1054 - March . . 1,379.1 6,129 52336 5,693 
ae 1,389.3 6,174 . ‘ 5:729 
May — 1,395-2 6,200 7 802 
Jume . .. 1,389.0 6,173 5.25 , 850 
july . . . 1,441.6 6,407 ; 9 871 
August . . 1,451.1 6,449 5 5,865 
September . 1,467.9 6,524 5 5,857 
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PRICES AND YIELDS OF ITALIAN SECURITIES BY MAIN CATEGORIES Table G 
(annual or monthly averages) 











Government Seourities 


| Share Securities 


Bonds Treasury 


Consolidated Redeemable Bonds a 
Year or month $e | ————— - ———_—— - 

Price | Yield Price | Yield Price Yield Price Yield Price Yield 
(index |(per cent} (index j|(per cent] (index |(per cent} (index j|(per cent] (index (per cent 
number | per an- | number | per an- | number | per an- | number | per an- | number per an- 

*38 = 100) num) *38 = 100) num) *38=100) | num) *38=100) | num) *38 = 100) num) 


° 


19§l-a av... 101.9 
19§2-a. av. .. 101.1 
19§3 - a av. . 99-6 


88.2 6.42 97-3 6.06 89.1 6.12 1,676. 6.56 
90.6 6.25 89.2 5-93 91.3 5-97 6.19 
87.9 6.44 86.3 6.13 885 6.16 362. 5-93 
87.5 6.47 86.0 6.15 88.3 6.17 . 6.37 
85.6 6.61 . 6.28 86.4 6.31 . 6.21 


88.7 . . 6.28 87.1 6.26 . 6.35 
88.4 : t 6.10 89.1 6.12 5 6.64 
88.4 . 6.13 88,8 6.14 | . 6.51 
jJume. .. 99-8 89.0 : , 6.18 88.2 6.18 254259 6.38 
ts «4 98.9 88.0 6.43 . 6.24 87.3 6.24 2,572.1 6.02 
August . . 98.5 5-48 89.1 6.35 / 6.18 88.2 6.18 2,667.3 5-81 


Source: Boillettino of the Bank of Italy. 
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1953 - June pe) 99-6 
December . 99-1 
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1954 - March . . 99-3 
April . . 100.4 
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WHOLESALE PRICES BY GROUPS OF COMMODITIES Table H 
(Index Numbers, 1938 =100) — 








apie tel = +" Foe 2 “ie 
Foodstuffs Hides, | Raw mate- _ | Chemical 
: cs Fuels 
ian Skins rials, metal r raw 
a Ce, Textiles and and engi- lubri- materials 
“_" 8 Animal Foot- neering . and goods 
table : ficants 


wear products products 


—————— = 


Bricks, 
Paper Lime 
and 
Cement 


Year 


1950 - a. av. , 6,401 4,191 | 5,228 3,784 5,302 4;778 6,106 
1951 - a. av. 5,581 7,289 5,213 6,689 4,666 6,008 8,318 6,603 
1952 - a. av, 5,270 6,796 45245 6,767 4,440 5.717 6,246 7,216 
‘'~ 1953 - a. av. | 5,250 5,33 6,433 4,066 | 5,758 4,080 5,255 5:279 7,209 
20.2 1953 - June 5,250 6,113 4,025 5,642 4,006 5,286 5,214 7,163 
80.9 Dec. 5.256 | 5 6,622 3,997 5,630 45133 $118 | § 5,482 7,243 
1954 - March | 5,336 6,901 4,015 5.445 4:278 © 5,113 5,507 | 7,290 
by all April —§ 5,295 5 6,759 3980 5,371 4230 5,113 5.459 7,266 
May | §,292/ 5 6,717 3944 5323 | 45232-55134 59335 7277 
June | _5§,256 6,629 3854 5.295 | 4,217 5,126 55299 71295 
¢ recor July 5.251 | § 6,772 3777 5,278 45223 5,052 5.299 75243 
a sot August | 5,261 6,876 35725 5,291 45243 5,005 5299 71224 
Sept. 5,272 7,020 3,560 5,401 4,252 4,092 5,335 7,221 

Source: Bollettino Mensile di Statistica 





Banca Nazionale del Lavoro 


WAGES AND SALARIES IN ITALY 


(gross retributions - inclusive of family allowances) 
(Index Numbers, 1938= 100) 











| 
“333 | 


Categories 7 
a. av. April 





July y August September 





Industry : 
Specialized workers . . . . . , 6,559 | 6,590 


6,726 
Skilled workers . . 7,260 | 7,298 


7°447 


6,905 6,909 
7> 65 8 7,660 
8,160 8,161 
8,603 8,806 8,807 


Labourers . . Pe. ee? ce 8,390 | 8,441 ae 
7-736 | 7.944 71946 
| 


| General index of Industry ie fee 7:545 | 74586 


ME Sik 4 © B5ale « Gs 8,062 8,535 8,585 8,794 5,794 
Government Civil Employees: 
. ¢. . —_ a ee ree eee 4,042 | 4,121 
— BO) : «@ & ees a ie 3,990 | 4,056 
rou ee Ste gry. : . 
bre Al am “ee pnd eo ‘ 
General Index of Government Civil Gusheen 4.485 | 4,556 


4,121 
4,056 
4-817 
5.411 
4556 


4,121 4,121 
4,056 4,056 
4,817 4,817 
5.41r | 5,411 
4556 41556 


Ordinary workers and semi- ‘skilled labourers 7:740 | 7,782 7 7, 3 | 7,933 
| 


(a) Administrative grade; (b) Executive grade; (c) Clerical grade. 
Source: Bollettino Mensile di Statistica. 


NATIONAL INDEX OF LIVING COST Table L 
(1938 = 100) 





Hesting and 
__ lighting | 


Year or month All Items Foodstuffs "Howing | Miscellaneous 


| | 
a ‘te! 5,877 3,480 730 4,610 
ns re * 5.320 6,279 7 3,746 1,232 5,248 
ee 55546 6,541 4,031 1,565 5,501 
aM 2 + & 5,654 6,680 4,091 1,720 5,549 
ete sy 5,718 6,788 4,077 1,713 55546 
December . . 5,678 , 4,084 1,772 
a ae 5,693 7 | 6,3 4,082 1,804 
ee 5,729 ; 4,072 1,804 
.. aoe 5,802 | ; 4,071 1,818 
eae 5,850 . 4,071 1,818 
Me «4 & * 2 5,871 4,057 1,818 
August . . . 5,865 7 4,060 1,841 
September . . 5,857 4074 1,841 
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Source: Bollettino Mensile di Statistica. 


UNEMPLOYMENT IN ITALY BY CLASSES 











Class I Class II | Class HII | Class IV | Class V 
(a) (b) (c) (d) (ec) of which 


wome! 


End of period 


1951 - Monthly average . . . . . 1,212,424 508,663 | 135,709 30,905 50,603 I i 604,748 
1952 - » » - + + + « | 1,260,854 588,824 132,403 39-445 51,883 2,073,409 673,876 | 
1953 - » a ee 1,281,967 664.566 133,071 47,840 53,786 2,181,230 | 735,134 
eae Bae «Rees 1,247,945 652,756 132,042 46.347 52.489 2,133,579 751,327 
a ern 1,383,237 685,953 | 1375149 54,388 51,680 2,312,407 762,419 
eS a 1,478,153 | 701,500 | 134,239 56,843 54,476 2,425,211 743,905 
SS ae ee 1,467,730 705,64 133,499 57,007 55-527 2,419,404 726,625 
OO ee ee 1,362,289 685,649 | 139,112 54,030 49,200 2,290,280 743,488 
oo" Se eee ee 1,322,711 674,777 | 140,769 545294 48,437 2,240,988 756,981 
Dt. & + whos Qaeex 4 1,272,111 661,564 | 141.946 53.800 46.763 2.176,184 767,348 
ae eee ee 1,208,957 631,172 | 135.596 53,116 43,683 2,072,524 746.495 
ee ree eae 1,202,803 625,017 | 136,482 53.557 42,342 2,060,201 746,12 I 
ee ae 1,192,299 | 617,849 | 133,996 53402 42,620 2,040,166 | 723,873 | 





(a) Unemployed workers who were previously employed. (b) Young persons under 21 years of age, and other persons in 
search of their first employment, or discharged from the armed forces. (c) Women engaged in house work who are seeking theif 
first employment. (d) Pensioners in search of employment. (e) Employed workers in search of other employment. 

Source; Ministry of Labour. 














Statistical 


Appendix 





Year or month 














1951 - a. av. 
1952 - » » 
— = * 
1953 - June 
December 
| 1954 - March 
April . 
May 
June 
July 
i August 








in Italy, ibid., page 3. 








Month 











1952 - June 
December 





March 
June 
September 
December 


1953 - 










March 
April 

May . 
June . 

July . 
August , 
September . 


1954 - 













Source : 















July 
| August 
September 







Source: Statistica del 


. 4% 





Gene- 
ral 
Index 


138 
142 
156 
152 
169 
175 
171 
170 
161 
183 


146 


Manufactures 





ITALIAN INDUSTRIAL PRODUCTION INDEXES (a) 
(unadjusted, 1938 = 100) 





Teble N 














ning Tex- | Lum-| _ Metal- | Engi. 

Total | Food tiles ber | PT) tur gy — 
119 132 139 114 62 114 135 130 
145 136 146 105 62 113 150 142 
175 150 150 113 59 129 149 156 
165 146 138 110 56 124 150 153 
182 162 184 113 61 130 161 156 
208 169 160 126 72 14! 162 176 
192 166 158 121 74 134 157 167 
177 164 146 Il4 3 133 170 166 
168 154 135 106 69 125 163 152 
194 177 150 127 75 141 184 192 
175 137 129 77 54 113 53 112 


Source: Bollettino Mensile di Statistica. 


SELECTED BUSINESS INDICATORS 


Index Numbers, 1948 (annual average)= 100 


Elec- 
Non tric 
metallic wie Rubber | Power 
ores 
128 i71 152 183 
137 172 142 193 
161 212 160 202 
157 209 148 200 
167 247 163 217 
173 251 215 212 
178 257 205 204 
167 265 172 218 
160 252 182 209 
173 268 215 226 
183 257 121 206 


(a) On the problem of index numbers on Italian industrial production, see this Review, No. 16, January-March 1951: A note 
on the Index Numbers of Italian Industrial Production, by E. D’Elia, pag. 34; and National Income, Consumption and Investments 


Table O 








Commercio con V’Estero. 


Number | 


of rooms | ynload-d 
planned | in Italian 


Previsioni a breve termine. 


ports 


171.0 
164.7 


188.3 
185.8 
194-9 
204.3 


211.2 
218.1 
212.6 
206.3 


of tele- 


grams di- 


Goods | Number 
loaded and} 


| 


Sales in 


| department; 


spatched 


| 145-4 
| 155.2 


' 151.2 
| 145-4 
| 163.8 

161.2 


156.8 
|} 3162.1 
| 154-4 
135-7 
|} 156.3 
148.0 
173-3 


| 


stores 


278.5 
583.8 


280.7 
392.2 
371.2 
706.3 


339-3 
433-0 
395-5 
529.0 
408.7 
359-2 


(millions of lire) 








| 


ITALY’S IMPORTS AND EXPORTS, 1953 AND 1954 


Iron and steel 


Industry 


Orders 
! 
| 


IgI.1 
124.6 


202.7 
188.5 
256.7 
145-4 


170.6 
269.1 
199-7 | 
200.5 
221.3 | 


Stoks 


135.8 
156.3 


153.6 
138.6 
142.4 
150.4 


191.2 
190.4 
188.2 
191.2 
193-4 
182.0 


Tourist 
movement 


443-9 
209.0 


239-9 
539-1 
778.2 
244-7 


* 256.2 
558.6 
477-0 
715.1 

| 1,006.2 | 


1,567.6 














Railways 
traffic 


“ 
cou 
ow 


III.4 
115.3 
135-7 
123.6 


115.6 
110.8 
122.8 
122.4 
125.1 


171 








: he 2 gt te | ‘es : * 3s 
Imports Exports Deficit Imports Exports Deficit 
135,374 66,924 — 68,450 132,858 80,229 — 52,629 
122,320 71,433 - 50,887 124,746 84,541 — 40,205 
131,455 76,675 - 54,780 143,724 88,797 — 54927 
126,799 73,398 — 53-401 132,254 79,030 — 53224 
127,979 73,982 - 53-997 128,370 77267 — 54103 
127,501 73,102 — 54399 117,758 78,690 — 39,068 
120,463 82,039 - 38,424 116,040 81,332 — 34,708 
103,322 71,287 — 32,035 99,278 78,206 - 21,072 
119,874 75,601 - 44,273 113,000 84,100 - 28,900 
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Table Q 


MINIMUM AND MAXIMUM QUOTATIONS OF SOME ITALIAN COMPANIES QUOTED ON STOCK EXCHANGES 
(Lire) 


19 5 3 


III Quarter 


P | 
Companies IV Quarter I Quarter Il Quarter IIl Quarter 


Maxi- | Mini- Maxi- Mini- Maxi- , Mini- | Maxi- | Mini- | Maxi- vaad 
mum | mum mum mum mum) mum, mum | mum | mum | mum! 


} 
—— 


Financial and Insurance 


Strade Ferrate Meridionali (Bastogi). . . 1,413 1,350, 1,248) 1,286 
S.T.E.T. - Soc. Torinese Eserc. Telefonici . 3,220 2,525| 2,380) 2,465 
|, aS rr eee 12,065 9,225) 8,485) 8,630) 
>, Se ee ee ee ee 1,785 1,772, 1,601! 1,630) 
Assicurazioni Generali . . . «© « - 14,075 13,900) 12,860) 13,470 
Riunione Adriatica di Sicurta . . . . 6,030 5,925) 5,315) 5:775 


Textiles 
Snia Viscosa ae oe a ae re 1,550 1,460 1,342 1,453, 1,312 
Chatillon - Soc. Ital. Fibre Tessili Art. . 2,385 2,390 2,110 2,645) 2,180 
Linificio ¢ Canapificio Nazionale . . . 1,022 788 698 793 620 
Cotonificio Vittorio Olcese . . . we 2,815 2,405, 2,005) 2,230) 1,845 
Cucirini Cantoni Coats. . . . . - 8,700 8,675, 8,140 8,470 8,050 
Cotonificio Cantoni. . . - . «+ -« 12,790 12,260! 11,290) 12,790, 11,38u 
ee ee ee ee 17,100 17,200) 16,025) 19,800! 16,900 


Mincrals, Metals and Engineering 


Monte Amiata . .- - + + «© « -« 3,600 3,200 4,460; 3,600 4,180 
Ilva Alti Forni ¢ Acciaierie d'Italia. . . 292 250 304 266 228 
Dalmine a ee i el ee 2,233) 1,870) 2, 2,261 2,050 1,215 
ae Re Se ie eee ee 223 202 194 171 152 
os i ae a i ee a 642 568 723 639 672 
Ansaldo ee a he ae, eg 150 go 3 1,050 800 850 
ers 4 ae @) wy te 483 449 508 193 462 


Public Utiltties 

Societa Edison . : ‘ ‘ ‘j . P ‘ 1,980 1,848) 2,028 2,183) 1,996 1,846 
GLE . ‘ : . a we é ‘ 2,295 2,055 2,352 25495, 2,303 2,030 
Soc. Adriatica di Elettricitd. . . . . 1,258 940 975 1,050 944 940 
S.1.P. - Soc. Idroelettrica Piemonte. . . 1,227 1,120 1,253 1,297; 1,189 1,207 
Soc. Meridionale di Elettricitt . . . . 1,021 954, 1,006 1,094 972 960 
Soc. Elettrica Selt- Valdarno . . . 4,460 3,875, 3,800 3,800, 3,530 39455 
Soc. Romana di Elettriciti. . . . . 45435 3,919 4,474 4,030 3,597 3.490 
Soc. Telefonica Tirrena - Serie A ee 

Soc. Telefonica Tirrena - Serie B . 3515! 3:75) 357° 3650, 3.130 = 
ee eg kw GG 4,620 3,825 4,525 45380, 4,050 3900 


Foodstuffs 


Fridania - Zuccherifici Nazionali . . . 19,260 19,600 18,600 22,750) 18,750/ 23,300, 20,480) 26,000) 
Soc. Italiana Industria Zuccheri. . . . 14,525 14,950 14,150 18,400) 14,425, 19,950! 16,500) 26,700 


Chemicals 


| lela ill” aera Raa ake 994 1,421 927 
A.N.LC. - Azienda Naz. Idr. Combustibili . 1,440 1,458) 1,403 
Societd Italiana per il Gas . . . we , 1,336 1,364 1,174 


Sundry 


Soc. Gen. Immobiliare . . . «Ce 411 3 383 412 370 

Istituto Romano dei Beni Stabili . . . 8,660 8,108) 8,280) 6,180 

Pauw, ee Meme te ks 1,767) 1,730, 1,845, 1,605 

Ce gee! ob ke 13,200 8,580; 9,515| 8,400| 10,800) 
«+ 6+ = «= « © 10,220 9,900, 10,900) 10,000) 13,060; 10,0 i 


Source: Bollettino Mensile di Statistica. 
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